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EXAMINATION  OF  FEDERAL  CROP  INSURANCE 

CORPORATION 


THURSDAY,  MAY  26,  1983 

House  of  Representatives, 
Government  Information,  Justice, 

AND  Agriculture  Subcommittee 
of  the  Committee  on  Government  Operations, 

Washington,  D.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10:20  a.m.,  in  room 
2247,  Rayburn  House  Office  Building,  Hon.  Glenn  English  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Glenn  English,  Edolphus  Towns, 
Thomas  N.  Kindness,  Tom  Lewis,  and  Dan  Burton. 

Also  present:  William  T.  Cherry,  professional  staff  member; 
Euphon  Metzger,  clerk;  and  John  J.  Parisi,  minority  professional 
staff.  Committee  on  Government  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  ENGLISH 

Mr.  English.  The  hearing  will  come  to  order. 

We  are  here  today  to  exercise  our  oversight  authority  into  the 
operations  of  the  Federal  Crop  Insurance  Corporation,  an  agency  of 
the  U.S.  Department  of  Agriculture. 

The  Corporation  has  a  long  history.  It  was  first  established 
during  the  second  administration  of  President  Franklin  D.  Roose- 
velt as  one  of  many  efforts  to  strengthen  the  farm  sector  of  the  Na- 
tion's economy. 

The  Corporation  operated  under  legislative  authority  which  re- 
stricted its  insurance  offerings  both  in  crops  and  geographic  loca- 
tions. This  was  changed  in  1980  with  the  passage  of  new  legisla- 
tion, which  authorized  expansion  ultimately  to  include  all  crops,  all 
risks  and  all  locations. 

Since  passage  of  the  1980  act,  the  Corporation  has  traveled  a 
rocky  road.  The  act  was  passed  late  enough  in  the  year  that  the 
insurance  selling  season  for  fall-planted  crops  was  already  under- 
way. Its  manager  and  deputy  manager  at  that  time  had  been  ap- 
pointed under  the  emergency  authority  of  the  Senior  Executive 
Service. 

These  individuals  began  the  implementation  of  the  act  until  they 
were  replaced  by  appointees  of  the  new  administration  in  the 
spring  of  1981,  at  about  the  time  of  the  end  of  the  selling  season  for 
spring-seeded  crops. 

The  private  sector  members  of  the  board  of  directors  were  not 
appointed  until  early  fall  of  1981,  after  the  selling  season  for  1982 

(1) 


fall-seeded  crops  had  begun.  In  the  spring  of  1982  a  new  manager 
and  deputy  manager  were  appointed  and  FCIC's  position  on  the  or- 
ganizational chart  of  USDA  was  shifted  from  the  jurisdiction  of  the 
Under  Secretary  for  International  Affairs  and  Commodity  Pro- 
grams to  the  jurisdiction  of  the  Under  Secretary  for  Small  Commu- 
nity and  Rural  Development.  Just  a  few  weeks  ago  a  new  deputy 
manager  was  appointed.  Thus,  FCIC  has  had  no  managerial  con- 
tinuity since  the  beginning  implementation  of  the  1980  act. 

The  administration  made  a  decision  during  the  early  days  ot  its 
existence  that  the  insurance  coverage  for  wheat,  cotton,  and  the 
feed  grains  would  be  expanded  as  rapidly  as  possible  to  become 
available  in  all  counties.  This  decision  was  made  in  order  to  phase 
out  at  the  earliest  possible  date  the  disaster  payments  program  op- 
erated under  authority  of  the  Commodity  Credit  Corporation. 

In  this  connection,  I  want  everyone  here  to  know  that  my  per- 
sonal preference  for  disaster  protection  for  farmers  is  a  disaster 
payments  program  of  some  description.  Mr.  Naylor,  Mr.  Sprague 
and  I  have  discussed  this  at  other  places  and  times.  I  do  not  intencl 
to  get  into  my  personal  preferences  here  today.  The  tact  ot  ttie 
matter  is,  we  don't  have  a  disaster  program  and  what  we  have,  ot 
course,  is  this  program,  and  this  is  the  one  that  we  have  to  make 

WOT*K 

The  FCIC  has  expanded  its  crop  and  location  coverage  quite  rap- 
idly since  the  new  act  was  passed.  At  the  same  time,  the  ratio  ot 
acreage  insured  to  acreage  eligible  for  insurance  has  slipped.  Ihe 
totals  of  indemnities  paid  has  exceeded  the  totals  of  premiums  col- 

^  The  General  Accounting  Office  and  the  Inspector  General  of 
USDA  have  made  several  studies  and  issued  reports  pointing  out 
problems.  The  Conservation  and  Rural  Development  Subcommittee 
of  the  House  Committee  on  Agriculture  has  conducted  an  oversight 
hearing  which  exposed  many  problems  as  well. 

It  is  obvious  from  the  information  available  as  a  result  ot  ttiese 
various  investigations  that  FCIC  is  in  trouble  It  is  running 
through  its  capital  structure  at  a  very  fast  rate.  Unless  somettnng 
is  done,  the  Corporation  will  be  bankrupt  in  a  year  or  two. 

I  do  not  believe  that  we  should  let  that  happen  if  it  is  possible  to 
stop  the  trend.  Without  this  insurance  coverage,  farmers  are  iett 
with  no  protection  against  catastrophe  except  the  limited  coverage 
offered  by  the  private  sector.  u     u  •      •+« 

For  these  reasons,  I  decided  that  this  subcommittee  should  invite 
the  body  responsible  for  the  management  of  the  Corporation— 
namely,  its  entire  board  of  directors— to  discuss  those  problems  and 
their  plans  for  curing  them.  .  •        j      4.^ 

I  also  decided  to  restrict  testimony  by  other  witnesses  in  order  to 
focus  our  entire  attention  on  the  management  and  policy  tunctions. 
If  it  appears  necessary,  we  may  schedule  a  second  hearing  at  a 
later  date  to  receive  testimony  from  any  others  that  might  be  nee- 

Mr.  Kindness,  do  you  have  a  statement  that  you  would  like  to 

Mr.  Kindness.  Thank  you,  Mr.  Chairman.        ,       ^  _,        ^         ,, 

I  guess  I  have  had  on  my  mind  the  last  couple  of  days  Bar uchs 

observation  from  one  of  the  delightful  observations  on  Murphy  s 


laws,  which  holds  that  the  best  laid  plans  of  mice  and  men  are  usu- 
ally about  equal. 

In  looking  back  to  the  1979  report  on  the  legislation  which  estab- 
lished the  new  FCIC  program,  I  noted  the  dissenting  views  au- 
thored, I  believe,  by  our  chairman  and  joined  in  by  others  on  the 
Committee  on  Agriculture,  pointing  out  that: 

There  was  a  concern  that  the  30  percent  direct  premium  subsidy  may  not  be  ade- 
quate to  provide  farmers  with  the  kind  of  coverage  that  is  needed.  There  is  a  need 
for  a  subsidy  large  enough  in  the  beginning  of  the  program,  as  was  done  with  the 
flood  insurance  program,  to  insure  a  high  rate  of  farmer  participation  in  the  early 
stages  of  its  implementation. 

Skipping  a  little  bit,  it  goes  on  to  say: 

.  .  .  until  actuarial  data  is  available,  to  assure  farmers  that  their  own  operation  is 
being  assigned  a  fair  and  equitable  premium  rate  and  that  the  resulting  premium  is 
reasonable  for  the  protection  sought.  Premium  subsidies  should  reflect  the  fact  that 
we  are  eliminating  a  free  disaster  program  for  what  may  be  a  fairly  costly  insur- 
ance program  supported  by  farmers. 

Indeed,  I  think  we  do  need  to  bear  in  mind  historically  that  bal- 
ance that  is  involved  and  while  disaster  payments  continue  from 
time  to  time  in  emergency  situations,  it  has  some  apparent  bearing 
upon  the  experience  of  the  Federal  Crop  Insurance  Corporation.  I 
look  forward  to  learning  about  how  that  aspect  of  it  is  working  out 
in  the  short  historical  context  with  which  we  are  faced  in  the 
newer  operation  of  the  Federal  Crop  Insurance  Corporation. 

I  look  forward,  Mr.  Chairman,  to  the  testimony  of  our  witnesses 
this  morning  and  welcome  them  here  to  present  their  thoughts  and 
positions. 

Mr.  English.  Thank  you  very  much,  Mr.  Kindness. 

I  want  to  welcome  all  of  you  here  today,  especially  the  nonbu- 
reaucratic  members  of  the  board.  Mr.  Naylor  and  Mr.  Sprague  are 
quite  familiar  with  testifying  before  congressional  committees,  but 
this  may  be  the  first  experience  for  four  of  you.  We  will  try  to 
make  it  as  pleasant  as  possible. 

I  certainly  applaud  your  willingness  to  take  time  from  your  per- 
sonal business  to  serve  the  farmers  of  the  Nation  on  this  Board.  I 
am  quite  sure  that  your  business  has  suffered  because  of  the  time 
that  you  spend  with  FCIC.  I  consider  this  to  be  a  public  service  of 
the  highest  order. 

I  want  to  thank  you  for  appearing  here  today.  The  management 
of  an  operation  of  this  size  is  an  awesome  responsibility.  FCIC  uses 
public  money  in  the  hundreds  of  millions  of  dollars  and  its  success 
is  in  question. 

It  seemed  to  me  that  no  one  could  speak  for  you  in  reporting 
your  thoughts  and  intentions  and  concerns.  That  is  why  I  asked 
that  all  of  you  be  present  here  today.  I  want  to  thank  you  again  for 
appearing. 

We  have  for  the  record  a  letter  from  the  Honorable  Wes  Wat- 
kins,  a  Member  of  Congress  from  Oklahoma;  a  statem.ent  from  the 
Honorable  David  Pryor,  a  Senator  from  Arkansas;  and  a  statement 
from  Mr.  Brian  P.  Crowley,  who  is  the  Senior  Associate  Director 
for  the  Resources,  Community,  and  Economic  Development  Divi- 
sion of  the  General  Accounting  Office. 

Without  objection,  these  will  all  be  made  a  part  of  the  record. 

[The  material  follows:] 
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The  Honorable  Glenn  English,  Chairman 
Subcommitee  on  Government  Information, 

Justice,  and  Agriculture 
B349C  RHOB 
Washington,  D.C.  20515, 


Dear 


FCIC  structure 


The  reasoning,  on  the  face,  seems  to  be  logical:  The  ASCS's 
records  and  personnel  are  utilized  to  a  great  extent  in  the 
implementation  of  FCIC  programs.  This  applies,  it  is  my 
standing,  to  most  areas  except  the  writing  of  policies  and  the 
acruariai  procedures,  plus  issuance  of  indemnities  when  a  loss 
is  substantuated. 


under- 


that  this  idea  has  some 


It  would  seem  to  me,  again  on  the  face, 

merit  and  could  be  explored  when  your  Committee  examines  the 

operation  of  the  FCIC  during  the  up-coming  hearings. 

Thank  you  for  your  consideration. 

.Sincerely, 


WES  WATKINS 
Member  of  Congress 


WW:cc 


STATEMENT 
OF 
SENATOR  DAVID  PRYOR 
BEFORE 
SUBCOMMITTEE  ON  GOVERNMENT  INFORMATION,  JUSTICE  AND  AGRICULTURE 
THE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 
May  25,  1983 

MR.  PRYOR.   Mr.  Chairman,  members  of  the  committee, 
I  am  pleased  that  you  are  holding  this  hearing  today  to  conduct 
an  oversight  investigation  of  the  federal  crop  insurance  program. 
Many  farmers  throughout  the  country  will  be  pleased  to  learn  of 
your  efforts  and  I  would  only  like  to  briefly  let  you  know  of  some 
of  the  problems  Arkansas  farmers  have  experienced  with  the  crop 
insurance  program. 

Mr.  Chairman,  every  Member  of  Congress  who  represents  an 
agricultural  area,  or  who  knows  anything  about  agriculture,  is 
well  aware  of  the  problems  our  farmers  have  experienced  the  last 
few  years.   They  were  hit  with  an  embargo  in  the  first  month  of 
1980,  and  then  had  good  harvests  the  next  two  crop  years  only  to 
find  that  prices  had  gone  through  the  floor.   Although  the  Payment- 
In-Kind  (PIK)  program  has  brought  some  hope  and  optimism  to  the 
farming  areas  of  the  nation,  we  aren't  out  of  the  woods  by  any 
stretch  of  the  imagination.   Net  farm  income  has  been  dropping  the 
last  few  years.   Exports  are  down  for  a  variety  of  reasons,  and 
recently  17  states,  including  the  State  of  Arkansas,  were  without 
FmHA  operating  loan  money  for  about  two  weeks.   This  cutoff  of 
money  occurred  at  a  most  crucial  time  --  right  when  many  farmers 


wi^re  trying  to  plant  their  crops.   In  short,  Mr.  Chairman,  our 
fc.rmers  have  had  to  struggle  with  one  problem  after  another  for 
tte    last  two  or  three  years.   This  battle  has  not  been  one  to 
iijcrease  profits  from  one  year  to  the  next  --  it  has  been  a 
battle  for  survival.   Unfortunately,  many  of  them  have  lost. 

It-  is  against  this  backdrop,  Mr.  Chairman,  that  I  think  * 
we|  need  to  consider  the  crop  insurance  program.   Crop  insurance 
wa|s  designed  to  provide  coverage,  on  a  actuarily  sound  basis,  for 
a  ifarmer's  crop.   It  was  not  designed  to  make  anybody  rich,  only 
tol provide  basic  coverage  so  that  if  the  crop  was  destroyed  or 
wiiely  damaged,  that  the  farmer  would  not  be  destitute  and  would 
re:eive  a  payment  based  on  a  premium  he  had  paid.   Further,  the 
program  was  designed  to  get  the  government  out  of  the  disaster 
bu|;iness . 

While  crop  insurance  might  be  a  good  concept,  Mr.  Chairman, 
thd  way  it  often  works  can  be  frustrating  for  a  farmer  who  has 
lost  a  considerable  sum  and  needs  the  money  to  fund  next  year's 
prcduction.   Arkansas  is  in  the  Jackson,  Mississippi  Region  of 
the  FCIC  and  we've  had  many  problems.   This  is  partly  a  result  of 
the  large  caseload  in  that  region  --  currently  the  largest  in  the 
country.   However,  many  farmers  in  my  state  and  insurance  agents 
have  had  problems  with  regard  to  crop  insurance.   Mr.  Merritt 
Sprkgue  and  his  staff  have  been  cooperative  here  in  Washington, 
Mr .!  Chairman,  on  trying  to  work  out  some  of  the  problems  we've 


had 
fil 


The  problem,  however,  is  that  I  don't  think  our  concerns  are 
;ering  dov;n  to  the  regional  offices,  and  to  the  district  offices, 


where  people  have  face  to  face  contact  with  the  farmers  and 
insurance  agents. 

Mr.  Chairman,  the  farmers  in  Arkansas  have  had  problems 
with  late  payment  of  claims;  have  had  problems  finding  out 
exactly  where  their  claim  was  in  the  administrative  process; 
and  many  agents  have  had  trouble  with  the  agency.   Clearly,  Mr. 
Chairman,  many  of  these  problems  can  be  solved  by  the  administration, 
and  I  think  Mr.  Sprague  and  other  officials  of  the  agency  are 
aware  of  my  concern.   However,  I  hope  the  committee  will  also 
consider  any  legislation  that  might  improve  the  responsiveness  of 
the  agency. 

For  example,  I  have  proposed  that  the  agency  notify  a 
farmer  within  30  days  of  the  date  his  claim  is  filed  of  its 
status.   Claims  initially  approved  would  then  have  to  be  paid 
within  30  days  or  the  government  would  begin  paying  interest  on 
the  amount  owed.   If  the  claim  were  initially  denied  and  the  farmer 
later  won,  then  interest  would  also  be  paid.   If  no  notice  were 
sent  at  all,  then  interest  would  run  from  the  30th  day  if  the 
farmer  later  prevailed. 

Mr.  Chairman,  this  idea  might  not  be  a  cure-all,  and  I 
know  some  might  think  it  won't  accomplish  a  great  deal.   However, 
I  am  convinced  that  something  constructive  can  be  done  to  ensure 
that  farmers  and  insurance  agents  know  where  they  stand  as  these 
claims  are  processed,  and  that  they  will  not  have  to  wait  months 
before  they  get  their  money. 

In  conclusion,  Mr.  Chairman,  I  commend  you  for  holding 
this  hearing  and  I  look  forward  to  the  recommendations  of  your 
committee.   Also,  I  appreciate  the  opportunity  to  present  this 
statement  to  the  committee. 
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UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 
WASHINGTON,  D.C.   20548 

FOR  RELEASE  ON 
THURSDAY,  MAY  26,  1983 

STATEMENT  FOR  THE  RECORD  BY 

BRIAN  P.  CROWLEY;  SENIOR  ASSOCIATE  DIRECTOR 

RESOURCES,  COMMUNITY,  AND  ECONOMIC  DEVELOPMENT  DIVISION 

BEFORE  THE 

SUBCOMMITTEE  ON  GOVERNMENT  INFORMATION, 

JUSTICE,  AND  AGRICULTURE 
HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

ON 

THE  DEPARTMENT  OF  AGRICULTURE'S 
FEDERAL  CROP  INSURANCE  CORPORATION 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

As  requested,  this  statement  is  being  provided  to  assist  the 
subcommittee  in  its  review  of  the  operations  of  the  Federal  Crop 
Insurance  Corporation  (FCIC).-   It  provides  information  on  our 
past  and  present  reviews  of  FCIC  and  its  implementation  of  the 
Federal  Crop  Insurance  Act  of  1980  (Public  Law  96-365).   Over  the 
past  couple  of  years,  we  have  issued  several  reports  on  various 
aspects  of  the  crop  insurance  program,  the  U.S.  Department  of 
Agriculture's  (USDA)  primary  disaster  assistance  program  offered 
our  Nation's  farmers. 

This  statement  briefly  discusses  the  information  contained 
in  our  reports.  It  also  discusses  in  more  detail  the  preliminary 
results  of  our  ongoing  review  of  FCIC's  expanded  crop  insurance 
program.  We  are  analyzing  these  results  and  formulating  proposed 
recommendations  for  improvement.  We  have  not  yet  obtained  FCIC's 
comments  on  our  tentative  findings  or  suggestions  for  improvement 
but  plan  to  do  so  shortly. 


FCIC  faced  a  demanding  task,  and  has  achieved  a  degree  of 
success,  in  carrying  out  the  changes  required  by  the  1980  act, 
which  called  for  improving  the  existing  crop  insurance  program 
and  expanding  it  nationwide  to  phase  out  the  Commodity  Credit 
Corporation's  free  disaster  payment  program. 

One  change  has  been  transferring  the  sales  function  to 
private  insurance  companies  through  both  a  sales  and  service 
arrangement  and  a  reinsurance  program.   Another  change  has  been 
the  expansion  of  and  revisions  to  the  insurance  offerings.   For 
crop  year  1982,  Federal  crop  insurance  was  made  available  in 
nearly  twice  as  many  counties  with  insurance  coverage  on  over 
three  times  as  many  county  crop  programs.   In  addition,  insurance 
protection  can  now  be  obtained  at  a  higher  level  (75  percent  of 
guaranteed  yield)  and  at  a  higher  value  (90  percent  of  projected 
market  price).   Also,  FCIC  implemented  the  legislative  require- 
ment for  individual  yield  coverages  and  incorporated  the  legis- 
lated premium  subsidies  into  its  rate  structure. 

FCIC  expanded  the  insurance  program  very  quickly,  however, 
and  did  not  make  all  the  evaluations  needed  to  assure  that  it  was 
taking  the  appropriate  action.   It  did  not  resolve,  for  example, 
longstanding  questions  regarding  its  actuarial  procedures.   We 
believe  some  of  the  changes  FCIC  instituted  will  have  a  signifi- 
cant impact  on  the  program's  future  costs.   Because  of  the  com- 
plexity of  the  problems  facing  FCIC,  it  will  be  several  years 
before  a  cost-effective  insurance  program  can  be  provided  to  the 
Nation's  farmers. 
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PREVIOUS  GAP  REPORTS 

Since  July  1981  we  have  issued  three  reports  on  FCIC  in 
response  to  congressional  requests  and  one  report  to  FCIC's 
Manager. 

Our  July  30,  1981,  report  to  Senator  Roger  W.  Jepsen 
(CED-81-148)  provided  an  analysis  of  certain  FCIC  operations.   We 
reported  that  the  premiums  and  number  of  acres  insured  increased 
substantially  from  crop  year  1980  to  crop  year  1981,  crop  year 
1980  losses  were  not  yet  reflected  in  the  premium  rates,  and  a 
nationwide  campaign  had  been  conducted  to  inform  producers  about 
the  new  crop  insurance  program.   Some  insurance  companies  had 
been  reluctant  to  participate  in  the  reinsurance  program  for  crop 
year  1981  because  of  the  short  time  available  to  implement  the 
program  and  an  uncertainty  about  being  considered  Federal  con- 
tractors and  thus  subject  to  an  Executive  Order  providing  for 
equal  opportunities  in  Federal  employment.   In  August  1981  the 
Department  of  Labor  concluded  that  reinsured  companies  were  not 
subject  to  the  Executive  Order. 

We  also  issued  a  report  to  you  on  March  8,  1983 
(GAO/RCED-83-1 1 7)  and  a  report  to  Congressman  Bill  Alexander  on 
March  9,  1983  {GAO/RCED-83-1 14 )  which  responded  to  specific  ques- 
tions about  the  Federal  crop  insurance  program.   These  questions 
dealt  with  FCIC's  administration  of  farm  yield  coverages,  policy 
cancellations,  indemnity  payments.  State-provided  subsidies,  and 
the  1983  Standard  Reinsurance  Agreement. 

Our  August  10,  1982,  letter  to  the  Manager  informed  him  of 
our  concerns  about  FCIC's  efforts  to  improve  the  program's  actu- 
arial soundness.   The  Manager  responded  that  FCIC  was  securing 
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outside  actuarial  assistance,  contracting  for  a  review  of  its 
actuarial  methodologies  and  data  base  requirements,  and  develop- 
ing improvements  to  its  management  information  and  planning 
system.   Appendix  I  provides  additional  details  on  these  reports. 
BACKGROUND 

Before  1980  two  Federal  programs — the  insurance  program  and 
the  disaster  payment  program — offered  farmers  some  protection 
against  loss  of  income  when  their  crops  were  damaged  or  destroyed 
by  natural  causes.   The  insurance  program  gave  farmers  the  oppor- 
tunity to  mitigate  the  risks  they  faced  from  weather,  insects, 
and  disease  by  spreading  the  risks  among  many  persons  and  over 
many  areas  and  growing  seasons.   At  that  time,  the  program  was 
operated  on  a  limited  basis,  relative  to  the  current  program,  and 
was  characterized  as  an  experimental  program. 

On  the  other  hand,  the  disaster  payment  program  provided  a 
form  of  free  insurance  on  six  major  commodities — wheat,  grain 
sorghum,  cotton,  rice,  barley,  and  corn.   Growers  of  these  com- 
modities received  Federal  disaster  payments  if  adverse  weather  or 
other  natural  disasters  prevented  their  planting  or  harvesting 
the  commodities. 

The  1980  act  radically  changed  these  two  programs.   Essen- 
tially, the  act  called  for  improving  the  insurance  program  and 
expanding  it  nationwide  to  provide  producers  adequate  protection 
at  a  reasonable  price  through  an  insurance  program  and  to  no 
longer  support  producers  through  the  disaster  payment  program 
after  crop  year  1981.   FCIC  gave  priority  attention  to  expanding 
crop  insurance  into  new  counties  for  the  six  commodities  covered 
by  the  disaster  payment  program. 
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EFFECTS  OF  THE  EXPANSION  PROGRAM 

In  implementing  the  1980  act,  FCIC  made  substantial  progress 
in  involving  the  private  sector  in  program  delivery,  in  expanding 
insurance  coverage,  and  in  establishing  an  individual  yield  cov- 
erage program.   This  has  resulted  in  increased  sales  and  program 
costs. 
Switch  to  the  private  sector 

Prior  to  the  1980  legislation,  FCIC  sold  and  serviced  crop 
insurance  policies  using  its  own  employees  (primarily  part-time 
employees),  some  employees  of  USDA's  Agricultural  Stabilization 
and  Conservation  Service  (ASCS),  and  a  small  number  of  independ- 
ent agents  operating  under  a  Sales  and  Service  Agreement.  Loss 
adjustment  work  was  done  by  FCIC  employees,  although  a  few  con- 
tract loss  adjusters  were  used  on  an  experimental  basis. 

FCIC  believed  that  to  implement  the  expanded  insurance  pro- 
gram and  for  it  to  be  successful  in  replacing  the  disaster  pay- 
ment program,  a  high  farmer  participation  rate  would  have  to  be 
achieved  rapidly.   FCIC  also  believed  that  because  of  its  person- 
nel ceilings,  reaching  the  high  level  of  participation  desired 
would  require  heavy  reliance  on  the  private  sector.   FCIC  inter- 
preted this  shift  to  the  private  sector  as  being  in  accordance 
with  congressional  intent  as  stated  in  the  1980  act  that  FCIC's 
Board  of  Directors  shall 

"to  the  maximum  extent  possible  *  *  *  contract  with 
private  insurance  companies  *  *  *  and  encourage  the 
sale  of  Federal  crop  insurance  through  licensed 
private  insurance  agents  and  brokers  *  *  *." 


13 


As  part  of  the  shift  to  the  private  sector,  FCIC  developed 
an  Agency  Sales  and  Service  Agreement  and  a  Standard  Reinsurance 
Agreement.   Under  an  Agency  Sales  and  Service  Agreement,  an 
insurance  company  or  agency  (commonly  referred  to  as  a  master 
marketer)  agrees  to  sell  and  service  insurance  for  FCIC. 

Under  a  Standard  Reinsurance  Agreement,  an  established 
insurance  company  enters  into  a  financial  arrangement  with  FCIC 
to  sell,  service,  and  adjust  the  losses  on  the  policies  the  com- 
pany sells.   The  company,  acting  as  a  "direct"  insurer  for  poli- 
cies issued  in  its  name,  is  able  to  obtain  reinsurance  coverage 
from  FCIC  as  protection  against  most  of  the  risk  that  could 
result  from  losses  incurred  in  selling  crop  insurance. 

Under  these  delivery  systems,  exclusive  territories  are  not 
assigned.   This  means  that  agents  compete  with  each  other  in  any 
areas,  counties,  or  States.   In  areas  where  an  adequate  private 
sales  and  service  force  is  not  available,  ASCS  sells  and  services 
the  Federal  crop  insurance  through  its  county  offices. 

Because  the  selling  period  for  fall-planted  crops  had  al- 
ready passed  when  the  1980  act  became  law,  FCIC  relied  on  the 
Federal  delivery  system  and  independent  agents  for  crop  year  1981 
sales.   The  phaseout  of  the  FCIC  delivery  system  began  in  early 
1982  and  the  carryover  business  (policies  in  force  the  preceding 
crop  year  and  automatically  renewed)  was  transferred  to  the  pri- 
vate sector. 
Expansion  of  insurance  coverage 

Before  the  1980  act  was  passed,  FCIC  provided  coverage  on 
4,629  crop  programs  in  1,676  counties.   FCIC  had  established  an 
initial  goal  of  expanding  insurance  coverage  for  the  six  disaster 
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program  commodities  to  250  additional  counties  each  year  through 
1984.   However,  so  that  the  disaster  payment  program  could  be 
phased  out  quickly,  the  goal  was  revised  to  provide  coverage  for 
these  commodities  in  all  counties  nationwide  by  crop  year  1982. 
FCIC  expanded  the  insurance  coverage  for  crop  year  1981  to 
an  additional  252  counties  and  1,340  county  crop  programs.   For 
crop  year  1982  insurance  coverage  was  made  available  in  an  addi- 
tional 1,071  counties.   This  expansion  resulted  in  increasing  the 
total  county  crop  programs  by  8,529.   The  following  table  shows 
the  extent  of  expansion  by  crop  year  for  the  disaster  and  non- 
disaster  program  conunodities. 

Type  of 
commodities  1981        1982       Total 


Disaster  program  commodities  841       7,938       8,779 

Nondisaster  program  commodities       499        591        1 ,090 

Total  1,340       8,529        9,869 
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Beginning  in  crop  year  1982,  the  expansion  resulted  in 
insurance  coverage  in  virtually  every  county  where  the  six  dis- 
aster commodities  were  grown.   Furthermore,  for  all  commodities, 
insurance  coverage  was  available  in  a  total  of  2,999  counties  and 
for  a  total  of  14,498  county  crop  programs. 

The  1980  act  also  required  that  FCIC  provide  different  cov- 
erage levels  up  to  75  percent  of  guaranteed  yield  and  to  offer 
various  levels  of  price  elections  with  one  being  not  less  than  90 
percent  of  the  projected  market  price  for  the  commodity  in- 
volved.  The  75-percent  level  of  protection  was  available  for 
nearly  all  commodities  for  crop  year  1981.   According  to  the 
Chief  of  FCIC's  Statistical  Services  Branch,  the  90-percent 
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price  election  may  have  been  reflected  in  some  crop  year  1981 
offers,  but  for  the  most  part  it  was  first  worked  into  the  actu- 
arial tables  for  crop  year  1982  offers. 

Establishment  of  an  individual 
yield  coverage  program 

FCIC  established  an  individual  yield  coverage  (lYC)  program  ' 
for  crop  year  1982.   This  program  is  intended  to  provide  an 
alternative  to  farmers  who  can  prove  their  crop  production  is 
higher  than  the  coverage  offered  by  FCIC  regular  crop  insurance. 
The  crop  year  1982  program  was  made  available  in  all  counties  for 
spring-planted  disaster  program  commodities  and  soybeans.   The 
program  was  expanded  in  crop  year  1983  to  include  the  fall- 
planteiJ  disaster  program  commodities,  oats,  and  selected  other 
commodities. 

As  of  October  29,  1982,  only  663  lYC  policies  had  been  sold 
nationwide  for  crop  year  1982.   This  is  less  than  1  percent  of 
the  regular  crop  insurance  policies  sold  during  crop  year  1982 
for  those  crops  eligible  for  lYC  coverage.   However,  as  discussed 
later,  FCIC  is  making  various  changes  in  the  lYC  program  for  the 
1983  crop  year  to  increase  participation. 
Increase  in  sales 

The  total  dollar  sales  for  the  various  delivery  systems  has 
increased  significantly  in  the  last  3  years.   For  example,  in 
1980  sales  premiums  totaled  only  about  $157  million  but  increased 
to  an  estimated  $397  million  in  1982.   The  amount  of  insurance  in 
force  has  more  than  doubled  during  this  period,  increasing  from 
about  $3  billion  in  1980  to  over  $6  billion  in  1982.   Sales  for 
1983  and  1984  are  estimated  to  be  about  $680  and  $850  million. 
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respectively.   (Apps.  II,  III,  and  IV  provide  detailed  informa- 
tion on  the  changes  and  growth  in  the  sales  volume  by  each  deliv- 
ery system.)   The  indemnities  paid  have  also  increased  from  about 
$356  million  in  1980  to  an  estimated  $488  million  for  1982,  as  of 
February  1983.   (App.  V  provides  further  details  on  these  fig- 
ures. ) 
Increase  in  program  costs 

The  cost  of  operating  the  Federal  crop  insurance  program 
has  increased  significantly  since  passage  of  the  1980  legisla- 
tion.  FCIC  receives  funds  from  the  U.S.  Treasury,  premium  in- 
come from  producers,  and  appropriations  for  Federal  premium 
subsidies  and  administrative  and  operating  expenses. 

The  current  legislation  authorizes  funds  to  be  appropriated 
to  cover  FCIC's  operating  and  administrative  costs,  including 
items  such  as  agents  and  brokers  commissions;  premium  subsidies 
paid  by  FCIC;  and  the  direct  cost  of  adjusting  losses.   The 
legislation  also  provides  that  these  items  may  be  paid  from 
premium  income  and  other  FCIC  funds  and  that  any  such  payments 
be  restored  by  appropriations  in  subsequent  years.   As  shown  in 
the  following  table,  FCIC's  administrative  and  operating  expen- 
ses have  increased  significantly  from  about  $38  million  in  1980 
to  an  estimated  $279  million  in  1984. 
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Fiscal 

year 

1980 

1981 

1982 

1983 

1984 

(actual) 

(actual) 

( actual ) 

(estimate) 
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$236 
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- 

- 

28 

25 
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$173 

$380 

$474 

Aininistrative  and 
operating  expense 

Premium  subsidy 

Restoration  of  prior 
year  obligations 

Tbtal 

ACTUARIAL  SOUNDNESS  OF  THE  PROGRAM 

The  actuarial  soundness  of  the  Federal  crop  insurance  pro- 
gram cannot  be  readily  ascertained  at  this  time.   In  its  haste  to 
expand  insurance  coverage  and  participation,  FCIC  (1)  deferred 
normal  review  and  evaluation  activities,  (2)  delayed  development 
of  various  actuarial  reports  needed  to  analyze  past  experience, 
and  (3)  did  not  do  research  necessary  to  resolve  longstanding 
concerns  about  its  actuarial  procedures.   In  addition,  FCIC  took 
many  shortcuts  in  developing  the  actuarial  tables  and  rates  for 
the  newly  added  county  crop  programs  without  benefit  of  a  full 
analysis. 

FCIC  has  hired  outside  actuarial  assistance  to  help  resolve 
many  of  the  problems  with  the  actuarial  methodologies,  the  data 
base,  and  the  management  information  system. 
Deferral  of  review  and  evaluation 

During  crop  years  1981  and  1982,  FCIC  concentrated  its  actu- 
arial resources  on  expanding  the  crop  insurance  program.   As 
stated  earlier,  the  number  of  counties  with  insurance  coverage 
nearly  doubled  and  the  number  of  county  crop  programs  offered 
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more  than  tripled  from  crop  year  1980  to  crop  year  1982.   During 
this  same  time,  FCIC's  Actuarial  Division's  permanent,  full-time 
staff  was  increased  from  105  to  142,  an  increase  of  about  35 
percent. 

The  insurance  programs  may  not  be  actuarially  sound  because 
county  crop  premium  rates  and  coverages  have  not  been  updated  to 
reflect  the  latest  crop  yields  and  losses  and  county  area  classi- 
fications have  not  been  reevaluated. 

The  following  are  examples  of  crop  year  1981  and  1982  in- 
surance offers  that  were  not  as  current  as  they  should  have  been: 

— Insurance  offers  for  the  grain,  peanut,  and  tobacco  crops 
were  generally  based  on  losses  and  yields  experienced 
through  crop  year  1978  or  earlier. 

— Insurance  offers  for  the  cotton  program  were  based  on 
experience  through  1975. 

— Insurance  offers  for  some  fruit  and  vegetable  crops  were 
based  on  experience  through  1963  or  earlier. 

To  update  insurance  offers  for  crop  year  1983,  FCIC  devel- 
oped a  special  procedure  to  adjust  most  of  its  premium  rates  and 
incorporated  yields  experienced  through  1980  into  its  wheat, 
corn,  soybean,  and  cotton  programs.   This  procedure  set  forth 
percentage  adjustments  to  county  crop  premium  rates  based  on  a 
combination  of  the  cumulative  loss  ratios  for  each  county  and  its 
respective  State.   The  rate  adjustments  were  limited  to  an  in- 
crease of  20  percent  and  a  decrease  of  16  percent.   FCIC  esti- 
mates that  premium  rates  overall  will  increase  by  about  12-  to 
14-percent.   The  Acting  Director  of  the  Actuarial  Division  said 
that  this  procedure  was  based  on  limited  research  and  may  be  less 
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statistically  valid  than  the  regular  approach  and  could  result  in 
some  inequitable  premium  rate  changes.   However,  he  said  that 
FCIC  needed  to  incorporate  the  unfavorable  loss  experience  for 
crop  years  1980  and  1981  into  the  premium  rates  and  that  he 
believed  this  was  the  best  approach  under  the  circumstances. 

FCIC  also  took  shortcuts  in  developing  the  insurance  offers 
for  new  county  crop  programs.   Because  of  the  staff  limitations 
and  the  pressures  to  provide  insurance  coverage  in  more  counties, 
the  normal  procedures  to  assure  quality  and  consistency  of  insur- 
ance offers  were  not  always  followed.   For  example,  rather  than 
making  detailed  studies  of  yields  and  losses,  FCIC  based  some  new 
county  crop  programs  on  either  data  from  adjoining  counties  or 
data  on  other  types  of  crops. 
Delays  in  actuarial  reports 

Because  of  the  changes  required  by  the  1980  act,  new  and/or 
modified  actuarial  reports  had  to  be  developed.   However,  changes 
to  some  of  these  reports  have  yet  to  be  completed,  and  some  re- 
ports are  not  expected  to  become  available  before  October  1983. 

The  consulting  firm  of  Ernst  and  Whinney,  in  its  review  of 
FCIC  actuarial  operations  in  June  1982,  concluded  that  FCIC's 
management  information  system  did  not  provide  all  the  informa- 
tion necessary  to  analyze  underwriting  results.   Ernst  and 
Whinney  recommended  that  FCIC  review  its  management  information 
reports  in  detail  to  ascertain  additions  and  modifications  needed 
to  facilitate  management  decisions. 

The  Director  of  FCIC's  Kansas  City  Operations  told  us  that  a 
wealth  of  statistics  is  collected  in  the  data  base,  yet  it  is 
being  underused.   He  said  that  FCIC  is  not  able  to  retrieve  and 
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present  the  data  in  a  timely  manner  that  provides  keen  analytical 

insights  into  the  problems  with  FCIC's  operations.   He  also  said 

that  much  of  the  data  that  is  retrieved  can  only  be  analyzed 

through  manual-type  procedures.   In  his  opinion,  many  analyses 

need  to  be  made  to  verify  whether  FCIC's  assumptions  and  theories 

are  correct  regarding  the  mix  of  producers;  the  effect  of  changes 

in  loss  adjustment  guidelines;  the  nature  of  the  relationships 

among  crop  programs,  county  areas,  counties,  and  States;  and  the 

effect  these  relationships  should  have  on  FCIC's  premium  rates 

and  yield  guarantees. 

Because  some  actuarial  reports  will  not  be  available  until 

October  1983,  the  resumption  of  normal  review  activities  could  be 

delayed  even  further.   If  there  are  no  further  delays,  crop  year 

1984  insurance  offers  will  be  the  earliest  ones  in  which  the  loss 

experience  for  crop  years  1980  and  1981  can  be  assimilated  into  a 

statistical  updating  of  county  premium  rates.   Even  in  this  case, 

the  data  will  not  be  fully  incorporated  into  all  crop  programs 

before  crop  year  1987  since  PCIC  operates  on  a  3-year  cycle. 

Research  necessary  to 
resolve  longstanding  concerns 

Concerns  about  FCIC's  procedures  to  accumulate  reserves  and 

to  establish  county  insurance  offers  have  been  raised  over  the 

past  12  years  in  various  studies.   (See  app.  VI.)   FCIC  has  not 

done  the  research  necessary  to  resolve  all  of  these  concerns. 

Procedures  to  accumulate  reserves 
require  definition  and  refinement 

In  setting  premiums  to  cover  claims  for  losses  and  establish 

a  reserve,  FCIC  includes  a  variable  factor  to  accumulate  reserves 
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against  catastrophic  losses  and  a  uniform  multiplier  to  accumu- 
late an  administrative  reserve  equal  to  10  percent  of  the  premium 
rates.   Various  studies  have  criticized  FCIC  because  its  actu- . 
arial  procedures  do  not  define  what  constitutes  a  reasonable 
reserve  or  the  period  of  time  over  which  this  reserve  should  be 
accumulated.   These  studies  have  concluded  that  FCIC's  actuarial 
procedures  may  result  in  excessive  reserve  accumulation  for  some 
crop  programs  and  too  little  for  others  while  also  accumulating 
insufficient  reserves  on  an  overall  basis. 

We  asked  FCIC's  Manager  about  the  concerns  with  the  reserve 
procedures  in  our  earlier  letter  report.   In  response,  he 
acknowledged  these  concerns  and  indicated  that  both  internal  and 
external  resources  would  be  directed  toward  evaluating  these 
procedures. 

Insurance  offers  could  be  improved 
through  use  of  actual  yield  data 

FCIC's  actuarial  procedures  for  grouping  producers  within 
each  county  according  to  their  estimated  yields  have  also  been 
criticized.   The  criticism  is  that  the  procedures  establish 
groups  that  are  too  large  rather  than  discrete  groups  that  best 
represent  the  range  of  expected  yields  and  the  risks  associated 
with  the  frequency  and  magnitude  of  producers'  losses  compared 
with  their  average  yields.   Currently,  such  deviations  are  recog- 
nized only  for  previously  insured  producers  through  either  dis- 
counts or  surcharges  to  their  basic  rates  based  on  their  histori- 
cal loss  experience. 

A  1979  report  on  an  internal  working  group's  evaluation  of 
FCIC's  field  underwriting  activities  stated  that  a  model  using 
the  coefficients  of  variation  for  actual  producer  yields  could  be 
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developed.   According  to  the  working  group,  the  advantage  of  this 
approach  is  that  it  can  be  easily  explained,  calculated,  and  pro- 
gramed into  a  computer.   Also,  it  would  establish  direct,  objec- 
tive relationships  between  productivity  and  risk  for  individual 
producers  and  groupings  of  producers.   However,  a  major  drawback 
to  this  approach  is  the  requirement  for  actual  production  data 
for  each  producer. 

Programs  for  such  crops  as  cotton,  rice,  peanuts,  tobacco, 
apples,  grapes,  sugar  beets,  sugar  cane,  sweet  corn,  and  peas 
already  have  actual  yield  data  which  may  be  suitable  for  applying 
this  underwriting  tool.   In  these  programs,  FCIC  is  using  actual 
yield  data  to  update  the  average  yields  for  each  producer  group- 
ing; however,  the  variability  in  each  producer's  yield  history  is 
not  analyzed  to  determine  the  validity  of  a  producer's  assign- 
ment to  a  risk  group  or  to  evaluate  the  relative  differences  in 
risk  among  the  groups. 

For  large  programs,  such  as  the  primary  grain  crop  programs, 
FCIC  relies  on  its  underwriters  to  estimate  the  yields  for  pro- 
ducer groupings.   These  estimates  are  based  in  part  on  similar 
soils,  weather  characteristics,  and  management  practices.   The 
underwriters  must  also  estimate  the  effect  that  differences  in 
these  factors  should  have  on  the  relative  production  risk  of  each 
grouping.   The  approach  to  establishing  these  yield/risk  rela- 
tionships generally  presupposes  that  certain  relationships  always 
exist  until  subsequent  insurance  experience  proves  otherwise. 
These  general  assumptions  are  that  all  producers  with  similar 
average  yields  have  the  same  risk  and  that  groups  with  higher 
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average  yields  have  proportionately  lower  risks.   FCIC  has  estab- 
lished a  system  to  track  the  loss  experience  of  each  producer  to 
provide  individual  discounts  or  surcharges  to  the  basic  premium 
rates  for  producers  who  are  exceptions  to  the  general  underwrit- 
ing assumptions. 

FCIC  has  taken  a  first  step  in  building  a  data  base  of 
actual  yields  through  the  individual  yield  coverage  program. 
However,  participation  in  the  lYC  program  has  been  very  limited. 

The  Chief,  Operations  Office  Sales  Promotion  Branch,  and 
various  field  actuarial  office  staff  members  cited  the  following 
reasons  for  low  lYC  participation  for  crop  year  1982: 

— Many  farmers  either  did  not  have  adequate  records  or 
recent  year  actual  yields  were  so  low  that  farmers  could 
not  prove  higher  yields. 
— Implementation  of  the  1982  lYC  program  was  delayed  because 
FCIC  made  numerous  changes.   This  prevented  timely  and 
adequate  training  of  both  the  people  who  administered  the 
program  and  the  sales  agents. 
— Farmers  generally  do  not  want  others  to  know  their  busi- 
ness and  are  therefore  reluctant  to  prove  yields. 
The  methods  for  calculating  proven  yields  for  the  crop  year 
1983  lYC  program  were  changed  to  encourage  farmer  participation. 
This  change  allows  the  farmer  with  an  actual  yield  above  the 
county  average  to  receive  an  even  higher  yield  than  in  1982. 

COMPENSATION  RATES  ESTABLISHED  FOR 
PRIVATE  SECTOR  DELIVERY  SYSTEMS 

FCIC  established  specific  compensation  rates  for  each  of  the 

three  private  sector  delivery  systems.   For  crop  year  1982,  the 

commission  rates  for  the  independent  agents  averaged  14  percent 
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and  7  percent  of  premium  for  new  business  and  carryover  business, 
respectively.   The  master  marketers  received  18  percent  for  new 
business  and  13  percent  for  carryover  business.   The  reinsured 
companies  received  27  percent  of  premium  for  new  business  and  22 
percent  for  carryover  business  for  the  selling  functions  and  4 
percent  of  premium  plus  3  percent  of  indemnities  paid  on  their 
policies  for  loss  adjustment  work. 

In  establishing  the  commission  rates  for  the  master  market- 
ers and  the  reinsured  companies,  FCIC  used  its  crop  year  1979 
costs  and  premiums  to  calculate  the  percentage  figures  for  these 
delivery  systems.   Howevar,  because  the  1980  act  required  higher 
levels  of  protection,  the  average  premium  rate  per  acre  nearly 
doubled  between  1979  and  1982,  increasing  from  $4.73  per  acre  to 
$9.06  per  acre.   (See  app.  VII.)   This  in  turn  caused  a  propor- 
tionately higher  sales  commission.   In  addition,  because  the 
payment  for  loss  adjustment  work  is  also  computed,  in  part,  as  a 
percentage  of  premiums,  the  reinsured  companies  would  receive 
higher  payments  for  this  work. 

For  example,  the  1979  and  1982  costs  to  deliver  the  insur- 
ance on  45  million  acres  (the  approximate  amount  insured  for  crop 
year  1982)  through  either  master  marketers  or  reinsured  companies 
are  shown  on  the  following  page. 
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Increase 
Crop  year  costs  from 

1979  1982  1979 

Insured  acres  45,000,000      45,000,000 

$4.73     $9.06        $4.33 


Premium  dollar 
per  acre 


Total  pre- 
miums $212,850,000    $407,700,000    $194,850,000 


Compensation  costs: 

Master  marketers    $  32,992,000   $   63,194,000    $  30,202,000 

Reinsured  companies: 

Marketing 

(note  a)         52,148,000      99,887,000      47,739,000 

Loss  adjustment 

(note  b)  8,514,000      16,308,000      7,794,000 

a/Computed  using  the  midpoint  in  the  respective  rate  structure 
for  crop  year  1982. 

b/Computed  based  on  4  percent  of  premiums. 

Most  of  the  increase  in  the  average  premium  dollar  per  acre 
since  1979  is  due  to  the  higher  level  of  coverages  and  price 
elections  offered  and  the  fact  that  most  producers  have  elected 
higher  options.   Even  though  the  percentage-of-premium  method  of 
compensation  is  generally  consistent  with  the  practice  in  private 
industry,  the  percentage  rates  established  to  compensate  the 
private  sector  for  the  services  provided  need  to  be  evaluated, 
considering  the  private  sector's  costs  for  sales  and  adjusting 
losses. 
Compensation  rates  for  reinsured  companies 

The  1980  act  states: 

"*  *  *  The  Corporation  shall  also  pay  operating  and 

administrative  costs  to  insurers  of  policies  on  which 
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the  Corporation  provides  reinsurance  to  the  same  ex- 
tent that  such  costs  are  covered  by  the  Corporation 
on  the  Corporation's  policies  of  insurance  *  *  *." 
Consequently,  FCIC  calculated  the  compensation  rates  based  on  its 
own  1979  costs  to  perform  the  same  functions  in  relation  to  its 
premium  income. 

In  establishing  the  rates,  FCIC  did  not  make  a  detailed  cost 
study  to  determine  what  the  rates  should  be  to  be  equitable  and 
cost  effective.   Although  we  did  not  analyze  cost  data  in  detail 
to  determine  what  the  actual  compensation  rates  should  be,  our 
review  of  FCIC's  computations  showed  that  FCIC  had  included  cer- 
tain actuarial  and  loss  adjustment  costs  that  we  believe  should 
not  have  been  included.   Our  review  showed  that  FCIC's  rate  for 
reinsured  companies  was  about  3.7  percentage  points,  or  about  14 
percent,  higher  than  justified. 

For  example,  of  the  $3.6  million  National  Service  Office 
costs  that  FCIC  included  in  the  base,  we  identified  about 
$790,000,  or  about  0.9  percent  of  premiums,  that  should  have  been 
excluded.   About  $504,000  of  this  amount  was  identified  as  under- 
writing costs  but  actually  pertained  to  the  actuarial  function 
which  is  still  being  done  by  FCIC.   The  other  $286,000  related  to 
loss  adjustment  activities  for  which  reinsured  companies  are 
compensated  separately. 

If  the  compensation  rate  used  by  FCIC  for  reinsured  compa- 
nies had  been  3.7  percentage  points  lower,  commissions  paid  on 
premiums  would  have  been  about  $470,000  lower  for  crop  year  1981; 
about  $2.8  million  lower  for  crop  year  1982;  and  an  estimated 
$12.6  million  lower  for  crop  year  1983. 
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In  addition,  to  compensate  reinsured  companies  for  loss 
adjustment  work,  FCIC  developed  a  rate  based  on  premiums,  indem- 
nities, and  FCIC's  direct  loss  adjustment  costs  for  a  4-year 
period  (1976-79).   It  was  determined  that  payments  would  be  made 
on  the  basis  of  4  percent  on  premiums  written  by  reinsured  compa- 
nies to  cover  fixed  loss  adjustment  expenses,  which  are  expenses 
unrelated  to  volume,  and  3  percent  on  actual  indemnities  paid  by 
reinsured  companies,  which  ace  related  to  volume. 

In  developing  this  method  of  compensation,  FCIC  did  not 
consider  the  effect  that  projected  increases  in  business  would 
have  on  loss  adjustment  costs  in  relation  to  premiums  and  indem- 
nities.  Reimbursing  companies  for  fixed  costs  on  a  percent  of 
premiums,  when  preaiams  are  projected  to  increase  significantly 
each  year,  results  in  the  fixed  costs  being  reimbursed  as  though 
they  are  variable  and  related  to  volume.   We  believe  this  method 
of  reimbursing  reinsured  companies  bears  no  relationship  to  the 
actual  expenses  for  loss  adjustment  activities  and  could  result 
in  substantial  excessive  costs. 

Because  of  the  significant  amounts  involved,  we  believe  the 

rates  both  for  sales  and  service  and  for  loss  adjustment  need  to 

be  evaluated  to  see  if  they  are  both  fair  to  the  companies  and 

cost-effective  to  the  Federal  Government. 

RISK  AND  PROFIT  SHARING  UNDER  THE 
REINSURANCE  PROGRAM 

FCIC  established  a  limited  reinsurance  program  for  1981. 
Since  then,  annual  revisions  have  been  made  to  the  standard  rein- 
surance agreement  which  allow  greater  potential  for  gain  while 
limiting  the  amount  of  loss  that  a  reinsured  company  could 
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incur.   While  this  was  done  to  encourage  more  companies  to  par- 
ticipate and  for  those  companies  to  write  insurance  on  all  crops 
nationwide,  such  revisions  were  made  each  year  without  adequate 
management  information  to  evaluate  the  effectiveness  of  the 
previous  year's  agreement. 

Under  the  reinsurance  program,  private  insurance  companies 
enter  into  an  agreement  with  PCIC  to  market  crop  insurance,  col- 
lect premiums,  and  adjust  the  losses  on  those  policies  they 
sell.   The  companies  also  share  in  both  the  gains  and  losses 
resulting  from  the  insurance  they  sell.   Reinsurance  is  a  means 
of  shifting  part  of  the  liability  from  the  company  initially 
writing  the  policy  to  another  party,  the  reinsurer.   Under  this 
agreement,  FCIC  is  the  reinsurer  and  is  liable  for  the  major 
share  of  losses  if  the  experience  is  unfavorable  and  receives  a 
share  of  the  gains  if  the  experience  is  favorable. 

The  Standard  Reinsurance  Agreement  stipulates  the  percentage 
share  in  gains  and  losses.   For  crop  year  1981,  the  maximum 
amounts  of  a  company's  gain  and  loss  were  set  at  5  percent  and 
8-1/2  percent,  respectively,  of  premium.   For  crop  year  1982, 
these  percentages  were  each  set  at  8  percent.   For  both  years, 
the  reinsured  companies  shared  in  no  gain  or  loss  when  the  loss 
ratio  was  1.00  (premiums  and  indemnities  were  equal).   For  crop 
year  1983,  the  gain  and  loss  percentages  were  set  at  a  maximum  of 
11-1/3  percent.   In  addition,  a  company  does  not  share  in  under- 
writing losses  until  its  loss  ratio  exceeds  1.28-1/3.   (See  app. 
VIII.) 

Because  a  company's  share  of  loss  is  computed  as  a  percent 
of  premiums,  rather  than  as  a  percent  of  total  loss,  its  percent 
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of  loss  is  smaller  as  the  loss  becomes  greater.   For  example,  if 
the  loss  ratio  reaches  540  percent  (that  is,  $5.40  is  paid  out  in 
indemnities  for  every  $1.00  premium),  the  company's  share  of  loss 
is  limited  to  11-1/3  percent  of  the  $1.00  premium  which  is  2.1 
percent  of  the  $5.40  loss. 

The  reinsurance  agreement  also  contains  a  provision  for  the 
distribution  of  any  cumulative  net  gains  that  each  company  exper- 
iences over  a  5-year  period.   If  a  positive  balance  exists  after 
5  years,  the  company  receives  an  additional  20  percent  of  the 
balance,  up  to  5  percent  of  premiums.   If  a  negative  balance 
exists,  the  company  does  not  share  in  any  additional  loss.   In 
either  case,  a  new  5-year  period  begins. 

To  demonstrate  the  impact  the  revisions  would  have  on  the 
extent  of  profit-sharing  by  the  companies,  we  applied  the  1983 
formula  to  actual  results  of  the  companies'  business  in  crop  year 
1981.   We  found  that  the  companies'  share  in  the  actual  gains 
would  have  increased  from  $491,000  to  $1,113,000  while  the  compa- 
nies' share  in  the  actual  losses  would  have  decreased  from 
$159,000  to  $11,000.   In  other  words,  on  a  net  basis  the  rein- 
sured companies  would  have  received  an  additional  $770,000  if  the 
1983  profit-sharing  formula  had  been  in  effect  in  1981. 

To  obtain  an  indication  of  the  cost  of  the  reinsurance  pro- 
gram, we  computed,  as  a  percent  of  premiums,  the  total  compensa- 
tion that  reinsured  companies  would  receive  at  different  loss 
ratios.   As  shown  below,  our  analysis  disclosed  that  the  annual 
reimbursement  could  vary  from  26.5  percent  to  44.8  percent  of 
premium  dollar,  depending  on  the  loss  ratio. 
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Percent  of  premium  dollar  at  a  loss  ratio  of; 
Compensation  item    0.75    0.90    1 .00    1 .25    2.00     5.333 

Administrative 
and  operating 
expenses  24.50   24.50   24.50   24.50   24.50     24.50 

Loss  adjustment 

expenses  6.25    6.70    7.00    7.75   10.00     20.00 

Gain/loss 

distribution: 

Annual  gain  11.33  6.67    4.25  .50 

Annual  loss        -  -      -  -  (8.00)  ( 1 1  .33) 

Total  42.08  37.87  35.75  32.75  26.50  33.17 

5-year  gain  2.73  .67    -  -      -        - 

Total  44.81  38.54  35.75  32.75  26.50  33.17 


Another  area  of  concern  is  the  use  of  a  nationwide  loss 
ratio  in  developing  the  gain  and  loss  formula,  when  many  compa- 
nies' operations  are  not  nationwide.   Participating  companies  can 
select  the  crops  and  areas  of  the  country  in  which  they  sell 
insurance;  thus  they  can  limit  their  risk  by  county  and  by 
State.   The  establishment  of  one  standard  gain  and  loss  formula 
without  considering  each  company's  geographical  area  of  opera- 
tions provides  some  companies  a  greater  potential  for  gain. 

FCIC  used  the  nationwide  loss  ratio  of  1.10  that  it  had 
experienced  on  its  total  insurance  operations  for  crop  years 
1948-80  to  develop  the  1983  reinsurance  agreement.   To  determine 
the  impact  of  specific  geographic  areas,  we  recomputed  the  loss 
ratios  for  three  participating  companies  based  on  their  planned 
areas  of  coverage.   Our  analysis  disclosed  that  the  loss  ratios 
for  just  those  specific  States  where  these  companies  were  selling 
insurance  were  0.88,  0.96,  and  0.98.   Thus,  these  companies  would 
have  a  lower  risk  of  having  to  share  in  potential  losses. 
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ADEQUACY  OF  QUALITY  CONTROL 

An  efficient  insurance  operation  needs  trained  sales  agents, 
qualified  loss  adjustors,  and  a  quality  control  program  to  assure 
properly  administered  sales,  services,  and  claim  activities.   As 
stated  earlier,  in  1981  FCIC  shifted  the  major  portion  of  its 
delivery  system  to  the  private  sector — individual  agents,  master 
marketers,  and  reinsured  companies.   With  the  increase  in  private 
sector  involvement,  FCIC  experienced  a  substantial  increase  in 
the  number  of  errors  on  insurance  documents. 

FCIC  has  initiated  a  number  of  actions  that  should  itiprove 
the  insurance  paperwork  submitted  by  independent  agents  and  mas- 
ter marketers.   However,  it  has  not  yet  developed  a  comprehensive 
quality  control  program  for  the  reinsured  companies.   Such  a  pro- 
gram would  provide  assurance  that  insurance  written  and  claims 
paid  meet  the  crop  insurance  program  requirements  and  that  the 
insurance  experience  is  correctly  reported  for  actuarial 
purposes. 

Quality  control  efforts  for  independent 
agents  and  master  marketers 

In  1981  up  to  65  percent  of  the  insurance  documents  submit- 
ted to  FCIC  by  independent  agents  and  master  marketers  were  found 
to  have  errors.   The  high  error  rate  created  numerous  timeliness 
problems  in  premium  billing,  computing  agent  compensation,  and 
processing  claims.   To  reduce  the  error  rates  in  subsequent  years 
and  improve  the  overall  quality  of  document  processing,  FCIC 
took  the  following  actions,  among  others,  in  the  latter  part  of 
1982. 
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— Required  that  agents  and  adjusters  be  certified  by  FCIC 
upon  completion  of  required  training  and  tests  showing  an 
acceptable  level  of  proficiency  for  every  crop  they  are 
to  sell  or  adjust. 
— Changed  the  method  of  compensating  loss  adjusters  from  a 
unit  basis  to  a  per  diem  basis  to  remove  the  incentive  to 
rush  through  claims  causing  the  quality  of  adjustments  to 
suffer. 
Collectively,  these  actions  should  improve  the  insurance 
paperwork  submitted  by  the  independent  agents  and  master  market- 
ers. 
Quality  control  for  reinsured  companies 

As  of  February  1983,  FCIC  had  not  fully  implemented  a  formal 
quality  control  program  for  the  insurance  written  and  claims  set- 
tled by  the  reinsured  companies.   The  reinsured  companies'  sales 
increased  from  $12.8  million  in  crop  year  1981  to  $79  million  in 
crop  year  1982. 

The  Acting  Chief  of  FCIC's  Program  Administration  Branch 
told  us  that  staff  diversions  to  meet  other  priorities  precluded 
FCIC  from  fully  implementing  its  planned  quality  control  program 
for  these  activities.   According  to  the  Acting  Chief,  FCIC  in- 
stead relies  principally  on  (1)  the  reinsured  companies'  quality 
control  and  internal  audit  programs  and  (2)  reviews  made  by  State 
regulatory  agencies.   Also,  FCIC  must  depend  on  the  effectiveness 
of  the  Crop  Hail  Insurance  Actuarial  Association's  (CHIAA)  vari- 
ous controls  and  error  checks  in  processing  the  companies'  insur- 
ance paperwork.   CHIAA  is  a  service  bureau  that  handles  process- 
ing and  reporting  for  reinsured  companies. 
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The  documents  CHIAA  processes  for  the  reinsured  companies 
contain  the  needed  insurance  records  for  the  FCIC  data  files. 
FCIC  experienced  a  74-percent  rejection  rate  on  its  initial 
attempt  to  match,  by  computer,  CHIAA's  data  for  crop  year  1981 
business  with  the  data  in  the  FCIC  master  files.   The  errors  were 
due  to  several  factors  such  as  CHIAA's  not  following  the  specifi- 
cations FCIC  provided  for  computer  processing,  FCIC's  not  provid- 
ing complete  instructions,  and  the  reinsured  companies'  submit- 
ting invalid  data  to  the  service  bureau.   As  of  November  1982, 
errors  on  about  2,800  crop  year  1981  policies,  or  14  percent  of 
the  nearly  20,000  policies  initially  processed,  remained  unre- 
solved . 

FCIC  does  not  plan  to  merge  the  policy  insurance  history 
into  the  county  crop  history  file  used  for  county  rate  redeter- 
mination until  the  error  rate  is  reduced  to  an  acceptable  level. 
Also,  delays  in  resolving  the  errors  add  to  the  slippage  in 
updating  the  county  crop  actuarial  tables. 

The  Chief  of  FCIC's  Reinsurance  Branch  told  us  that  computer 
edit  problems  would  not  occur  for  crop  year  1982  because 

— FCIC's  Data  Automation  Division  was  providing  continuing 
technical  assistance  to  CHIAA  to  promote  error-free  data 
and 

— comprehensive  computer  edit  programs  recently  completed  by 
CHIAA  showed  a  6-percent  policy  error  rate  when  first  run 
for  crop  year  1982  business  in  November  1982. 

In  an  audit  report  on  the  reinsurance  program  dated 
January  3,  1983,  USDA's  Office  of  Inspector  General  (OIG)  noted 
that  the  reinsured  companies  were  not  required  to  determine  the 
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propriety  of  source  documents.   This  allowed  policyholders  to 
select  more  than  one  price  election  or  coverage  level  for  each 
crop  or  opt  for  two  or  more  reinsured  company  policies  on  the 
same  crop.   The  OIG's  audit  disclosed  that  FCIC  had  not  stressed 
the  importance  of  a  thorough  review  of  monthly  accounting  reports 
as  a  tool  to  identify  and  correct  errors  and  the  need  for  timely 
reporting  of  activity  to  FCIC.   In  addition,  OIG  found  that  the 
reinsured  companies  incorrectly  determined  acreage,  production, 
and/or  share  data  causing  under-  and  overpayments.   FCIC  agreed 
with  the  OIG's  recommendations  to  work  with  the  reinsured  compa- 
nies to  establish  internal  controls  to  assure  (1)  the  reliability 
of  computerized  source  data  used  to  determine  administrative 
expense  reimbursement  and  (2)  the  timely  correction  of  suspended 
source  data. 
Audit  of  reinsured  companies 

On  April  30,  1982,  FCIC  made  its  first  annual  settlement 
with  the  reinsured  companies  for  crop  year  1981  business.   These 
settlements  were  made  without  an  FCIC  audit.   The  reinsured 
companies  reported  premiums  of  $12.8  million  and  losses  of  $8.7 
million.   Their  share  of  the  net  gain  was  $332,000.   This  was  in 
addition  to  their  compensation  for  sales,  service,  and  loss 
adjustment  activities. 

FCIC's  Comptroller  is  responsible  for  developing  an  appro- 
priate plan  for  an  independent  audit  of  the  reinsured  companies 
and  CHIAA's  operations.  The  Comptroller  acknowledged  that  FCIC 
needs  better  controls  to  account  for  business  the  reinsured 
companies  report  and  the  service  bureau  accumulates  and  submits 
to  FCIC  for  financial  settlement. 
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Although  an  overall  audit  plan  had  not  been  developed  as  of 
February  1983,  FCIC  had  taken  or  is  taking  the  following  actions: 
— The  vulnerability  assessment  of  FCIC's  internal  control 
systems  required  by  Office  of  Management  and  Budget  Cir- 
cular A-123  was  completed  in  December  1982. 
— Financial  standards  for  master  marketers  were  issued  in 
December  1982;  those  for  reinsured  companies  were  being 
developed  and  should  be  issued  in  1983. 
— An  internal  auditing  function,  independent  of  the  Comp- 
troller's Office  to  make  both  internal  and  external  finan- 
cial and  operational  audits,  is  being  studied. 
GAO's  OVERVIEW  OF  THE  PROGRAM 

FCIC  made  substantial  progress  in  implementing  the  1980  act 
but  still  has  many  obstacles  to  overcome.   It  expanded  the  insur- 
ance program  very  quickly  without  making  the  evaluations  needed 
to  assure  that  appropriate  actions  were  being  taken. 

FCIC's  progress  has  included  involving  the  private  sector  in 
program  delivery,  expanding  the  program  to  provide  nationwide 
coverage  for  the  six  disaster  payment  program  commodities,  and 
establishing  an  individual  yield  coverage  program.   However, 
until  actuarial  problems  are  resolved,  sales  and  insured  acreage 
participation  rates  may  not  increase  enough  to  permit  crop  insur- 
ance to  be  the  predominant  income  protection  mechanism.   Produc- 
ers must  be  offered  a  policy  that  combines  yield  guarantees 
representative  of  their  production  histories  with  reasonable  unit 
price  elections  at  a  premium  rate  commensurate  with  the  under- 
writing risks. 


36 


In  the  short  term,  other  factors,  such  as  depressed  agri- 
business conditions  and  the  Federal  Government's  increased  empha- 
sis on  reducing  planted  acreage,  will  continue  to  affect  pro- 
ducers' decisions  to  buy  crop  insurance  or  to  self-insure 
themselves.   Such  factors  will  undoubtedly  require  FCIC  to  re- 
assess its  goals.   While  FCiC  needs  to  adjust  sales  and  insured 
acreage  goals  due  to  changing  conditions,  it  must  maintain  steady 
progress  to  improve  the  insurance  system  elements  it  can  control 
if  it  expects  to  insure,  over  time,  a  major  share  of  planted 
acres. 

A  successful  crop  insurance  program  depends  not  only  on 
actuarially  sound  insurance  coverage,  but  also  on  three  other 
interdependent  insurance  functions: 

— An  aggressive  marketing  force  capable  of  delivering  high 
quality  sales  and  service  to  producers  at  a  cost  to  FCIC 
that  is  equitable  to  both  the  Federal  Government  and  the 
private  sector. 
— A  competent  and  reliable  cadre  of  loss  adjustors  to 

equitably  settle  claims. 
— A  comprehensive  quality  control  program  to  insure  error- 
free  insurance  paperwork  and  completeness  of  the  insur- 
ance experience  data  bases. 
Our  statement  addresses  aspects  of  three  of  the  four  func- 
tions.  We  did  not  review  the  loss  adjustment  function  because 
the  OIG  has  devoted  coverage  to  this  area  in  the  last  several 
years. 

FCIC  is  trying  to  resolve  its  actuarial  problems,  but  we 
believe  that  given  the  magnitude  of  the  effort  required,  it  will 
take  several  years  to  make  a  major  impact  on  the  operations.   In 
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this  time  of  budget  constraints,  cost  pressures  can  be  expected 
to  continue  because  FCIC's  operating  and  administrative  expenses 
and  the  30-percent  premium  subsidy  are  financed  by  the  Federal 
Government  through  annual  appropriations. 

Consequently,  FCIC  needs  to  capitalize  on  opportunities  to 
hold  down  expenses  (such  as  evaluating  commission  rates)  without 
jeopardizing  operations  so  it  can  fund  the  improvements  needed  in 
areas  that  support  or  encompass  the  actuarial  function,  such  as 
automated  insurance  management  information  systems,  development 
of  rate-making  models,  and  research  to  promote  better  actuarial 
methodology. 
SUGGESTED  ACTIONS  FOR  IMPROVEMENT 

My  statement  up  to  this  point  summarized  the  preliminary 
results  of  our  ongoing  review.   We  are  presently  analyzing  the 
results  and  formulating  recommendations  for  improving  the 
program.   We  have  in  mind  suggesting  that  the  FCIC  Manager  take  a 
number  of  actions,  as  follows. 
To  improve  actuarial  soundness 

— Moderate  any  further  expansion  so  it  will  not  detract  from 
the  Actuarial  Division's  ability  to  update  its  crop  insur- 
ance offers. 
— Correct  any  errors  that  may  have  been  included  in  FCIC's 
recently  established  county  insurance  offers  and  review 
and,  if  necessary,  correct  its  older  county  insurance 
offers  that  may  be  inappropriate  in  light  of  the  increased 
risk  that  may  be  associated  with  implementing  the  legisla- 
tive requirements  for  higher  coverages. 
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— Give  high  priority  to  completing  actuarial  reports  depict- 
ing crop  year  1980  and  1981  insurance  experience  in  order 
that  the  review  and  updating  of  FCIC's  crop  insurance  pro- 
grams might  be  expedited. 

— Consider  in  the  forthcoming  study  of  actuarial  methodolo- 
gies, the  potential  for  obtaining  actual  yield  data  and 
using  such  data  to  establish  homogeneous  risk  groups  and 
the  proper  relationship  among  each  groups'  yields  and  risk 
rates. 
To  improve  compensation  rates 

— Evaluate  the  established  rates  in  relation  to  the  current, 
and/or  expected,  premium  base  and  the  private  sector's 
costs  to  provide  such  services.   The  rate  structure  should 
provide  reasonable  compensation  to  the  private  sector  for 
its  services  and,  at  the  same  time,  be  a  cost-effective 
program  for  the  Federal  Government.   Also,  the  method  of 
compensation  for  loss  adjustment  expenses  should  bear  a 
direct  relationship  to  the  expenses  the  reinsured  compa- 
nies incur  in  providing  these  services. 
To  improve  the  reinsurance  progrsun 

— In  view  of  the  total  costs  to  deliver  the  insurance 

through  the  reinsurance  concept  and  the  companies'  limited 
potential  for  sharing  in  any  losses  under  the  current 
agreement,  consider  whether  expansion  of  the  reinsurance 
program  should  be  limited  until  the  operation  of  the  cur- 
rent program  can  be  evaluated. 

— Consider  tailoring  the  reinsurance  agreement  to  each  com- 
pany's area  of  operations  and  base  the  gairr  and  loss  for- 
mula on  the  loss  experience  for  the  areas  or  States  in 
which  the  company  operates. 
To  improve  quality  control 

— Complete  the  development  and  implementation  of  a  formal 
quality  control  program  for  its  reinsured  companies. 

— Formulate  and  implement  an  audit  plan  for  these  companies. 
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PREVIOUS  GAP  REPORTS 
JULY  30,  1981,  REPORT  TO  SENATOR  JEPSEN 

Our  report  to  Senator  Jepsen  entitled  "Analysis  of  Certain 
Operations  of  the  Federal  Crop  Insurance  Corporation" 
(CED-81-148)  provides  information  in  response  to  the  Senator's 
questions  about  changes  made  or  planned  subsequent  to  the  1980 
act.   In  summary,  we  found  that: 

— Because  of  the  normal  lag  in  adjusting  premium  rates  and 
the  decision  to  concentrate  staff  resources  on  expanding 
program  coverage,  FCIC  had  not  made  extensive  changes  in 
its  premium  rates  since  the  passage  of  the  1980  act.   As  a 
result,  the  significant  losses  that  occurred  in  crop  year 
1980  were  not  reflected  in  FCIC's  premium  rates. 
— FCIC's  methodology  in  assembling  and  updating  data  for 
establishing  an  actuarial  basis  for  insurance  had  not 
changed  since  the  passage  of  the  1980  act.   However,  a 
committee  was  established  to  review  the  methodology. 
— Whereas  30  private  insurance  companies  initially  indicated 
an  interest,  only  17  companies  sold  insurance  under  the 
reinsurance  agreements  for  crop  year  1981.   The  primary 
reasons  those  interested  companies  did  not  participate 
were  the  lack  of  time  to  implement  the  program  for  1981 
and  a  concern  about  whether  companies  that  write  Federal 
crop  insurance  would  be  considered  Federal  contractors 
subject  to  Executive  Order  11246  which  deals  with  equal 
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employment  opportunity.   The  Department  of  Agriculture 
had  requested  a  legal  opinion  from  the  Department  of 
Labor  on  the  matter.^ 

-FCIC  conducted  a  promotional  campaign  to  inform  producers 
across  the  country  about  the  Federal  crop  insurance  pro- 
gram, including  the  availability  of  private  hail  and  fire 
insurance  and  the  credit  permitted  when  hail  and  fire 
coverage  is  excluded  from  Federal  coverage.   Preliminary 
data  showed  that  few  producers  applied  for  the  hail  and 
fire  exclusion. 

-FCIC  estimated  that  total  costs  for  fiscal  year  1981  would 
amount  to  $333  million.   This  amount  included  the  esti- 
mated net  deficit  (indemnities  less  premium)  of  $203  mil- 
lion for  crop  year  1980. 

-Preliminary  data  showed  that  premiums  for  crop  year  1981 
would  be  about  $326.5  million  as  compared  with  $157.2 
million  for  1980,  or  about  a  108-percent  increase.   Simi- 
larly, the  number  of  acres  insured  increased  from  about 
26.3  million  to  47.7  million,  or  about  81  percent. 


1  On  August  10,  1981,  the  Department  of  Labor  informed  the 

Department  of  Agriculture  that  the  reinsurance  agreements  were 
not  subject  to  coverage  by  Executive  Order  11246  because  they 
were  characterizable  as  Federal  financial  assistance 
agreements. 
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MARCH  8,  1983,  REPORT  TO  THE  CHAIRMAN, 

SUBCOMMITTEE  ON  CONSERVATION,  CREDIT,  AND 

RURAL  DEVELOPMENT,  HOUSE  COMMITTEE  ON  AGRICULTURE 

Our  report  to  the  Chairman  entitled  "Information  on  the 
Federal  Crop  Insurance  Program"  (GAO/RCED-83-1 1 7)  provides  infor- 
mation on  farm  yield  coverages,  policy  cancellations,  indemnity 
payments,  and  State-provided  subsidies. 

Specifically,  we  found  that  FCIC's  methodology  for  estab- 
lishing farm  yields  results  in  yields  that  are  generally  accurate 
on  a  countywide  basis.   However,  when  yield  coverages  are  dis- 
tributed to  individual  farm  units,  many  producer  guarantees  ace 
either  too  high  or  too  low.   For  crop  year  1982  FCIC  began  offer- 
ing an  Individual  Yield  Coverage  (lYC)  Plan  which  is  intended  to 
provide  a  higher  coverage  to  farmers  who  can  prove  their  crop 
production  is  greater  than  the  coverage  offered  by  FCIC's  regular 
crop  insurance.   However,  participation  was  limited  in  1982  when 
lYC  policies  accounted  for  less  than  1  percent  of  the  crop  insur- 
ance policies  sold  during  crop  year  1982. 

Many  farmers  continued  to  find  fault  with  the  program  and 
had  cancelled  their  coverage.   For  example,  those  farmers  who  had 
insured  almost  22  percent  of  the  acres  for  crop  year  1981  can- 
celled their  insurance  for  crop  year  1982.   About  46  percent  of 
the  farmers  we  contacted  told  us  they  cancelled  their  policies 
because  of  low  coverage  and/or  high  premiums. 

We  also  found  that  FCIC  was  slow — taking  more  than  30  days — 
to  process  a  majority  of  its  indemnity  claims.   We  reviewed  FCIC 
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computer  records  which  showed  that  57  percent  of  the  indemnity 
claims  submitted  by  farmers  for  crop  year  1981,  totaling  more 
than  $241  million,  took  over  30  days  to  process  for  payment. 

The  Federal  Crop  Insurance  Act  authorizes  FCIC  to  enter  into 
agreements  with  State  governments  whereby  the  States  may  pay  an 
additional  premium  subsidy  to  reduce  the  cost  of  crop  insurance 
paid  by  farmers.   Although  this  provision  has  existed  since  the 
1980  legislation,  we  did  not  find  any  Si.eii.T;  governments  that  were 
providing  premium  subsidies  to  farmers. 
MARCH  9,  1983,  REPORT  TO  CONGRESSMAN  ALEXANDER 

Our  report  to  Congressman  Bill  Alexander  entitled  "Informa- 
tion on  the  Federal  Crop  Insurance  Corporation's  1983  Standard 
Reinsurance  Agreement"  (GAO/RCED-83-1 1 4 )  provides  information  in 
response  to  the  Congressman's  questions  on  the  1983  Standard 
Reinsurance  Agreement. 

Specifically,  we  found  that  the  standard  reinsurance  agree- 
ment, which  specifies  the  percent  of  premiums  that  is  to  be 
allocated  between  the  reinsured  company  and  FCIC,  differs  in  1983 
from  the  1982  agreement  as  follows: 

— The  maximum  gain  or  loss  potential  to  a  private  company 
was  increased  from  8  to  11-1/3  percent  of  the  premiums. 
— A  company  is  offered  a  percent  of  the  premiums  even  in 
certain  cases  where  an  underwriting  loss  may  occur,   A 
private  company  will  not  share  in  underwriting  losses 
unless  its  loss  ratio  exceeds  1.28-1/3.   For  1982  private 
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companies  shared  in  underwriting  losses  when  the  loss 
ratio  exceeded  1.00. 
— Only  when  the  loss  ratio  exceeds  2.00  would  a  company  be 
placed  in  a  less  favorable  risk-sharing  position  compared 
to  the  1982  agreement. 
Since  1948  five  crops  have  suffered  nationwide  loss  ratios 
of  more  than  5.33-1/3  in  any  one  year.   Under  the  1983  agreement, 
the  private  insurance  companies'  liability  is  limited  to  11-1/3 
percent  of  the  premiums  on  policies  reinsured  under  the  agree- 
ment.  Under  the  1982  agreement,  the  reinsured  companies'  liabil- 
ity was  limited  to  8  percent  of  the  premiums. 
We  also  found  that: 

— At  specified  times  throughout  the  year,  FCIC  reimburses 
the  companies  for  the  costs  associated  with  operating  and 
administering  the  program.   The  amounts  paid  are  based  on 
percentages  of  premiums  collected  and  net  losses  incurred 
and  not  on  the  private  companies'  actual  costs.   FCIC  does 
not  require  private  companies  to  report  the  actual  cost  of 
providing  their  services.   Thus,  we  were  unable  to  deter- 
mine if  any  of  the  companies  could  profitably  provide  the 
same  services  for  less  reimbursement. 
— FCIC  relies  on  State  licensing  and  monitoring  of  the  com- 
panies to  assure  itself  of  the  companies'  financial  sound- 
ness.  We  were  unable  to  determine  from  the  financial 
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statements  available  at  FCIC  whether  the  reinsured  compa- 
nies had  enough  reserves  or  assets  to  bear  the  risk  under- 
taken. 
AUGUST  10,  1982,  REPORT  TO  THE  FCIC  MANAGER 

Our  report  to  the  FCIC  Manager  raised  several  of  our  con- 
cerns about  the  actuarial  soundness  of  the  Federal  crop  insurance 
program.   In  summary,  we  noted  that  FCIC  had  concentrated  its 
actuarial  resources  on  the  expansion  program;  consequently  it  had 
not  (1)  performed  the  research  necessary  to  resolve^  longstanding 
concerns  regarding  the  program's  actuarial  soundness  or  (2)  main- 
tained normal  review  and  evaluation  activities.   Specifically,  we 
noted  that: 

— The  general  rate-spreading  assumption  used  by  the  Field 
Actuarial  Offices  to  establish  premium  rates  for  county 
areas  may  result  in  instances  in  which  premium  rates  are 
priced  too  low  for  county  areas  with  higher  than  average 
yields,  while  county  areas  with  lower  than  average  yields 
are  charged  a  premium  rate  that  is  higher  than  justified. 
— The  continued  use  of  a  target  loss  ratio  of  0.90  to  deter- 
mine the  premium  rate  factor  required  to  accumulate  pro- 
gram reserves  may  be  unrealistic  in  regard  to  FCIC's  loss 
experience  and  may  result  in  insufficient  reserve  accumu- 
lation as  the  program  continues  to  expand. 
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•FCIC's  procedures  for  loading  county  premium  rates  with  a 
factor  to  accumulate  reserves  for  unforeseen  (catastroph- 
ic) losses  had  not  been  changed  or  reevaluated  for  at 
least  10  years. 

-FCIC's  actuarial  process  is  subject  to  many  administrative 
adjustments  and  limitations  that  degrade  the  actuarial 
process.   For  example,  increases  or  decreases  in  premium 
rates  are  allowed  to  vary  only  by  a  stipulated  percentage 
regardless  of  the  rate  which  is  indicated  by  analysis  of 
actual  experience. 

-The  premium  rates  for  the  75-percent  level  of  coverage  may 
be  priced  too  low  while  the  premium  rates  for  the  50- 
percent  level  of  coverage  may  be  priced  too  high  due  to 
the  method  FCIC  uses  to  set  the  rates.   For  example,  pre- 
mium rates  for  these  levels  of  coverage  are  set  by  apply- 
ing specific  premium  rate  adjustment  factors  to  the  pre- 
mium rate  established  for  a  65-percent  level  of  coverage 
based  on  actual  experience. 

-The  newly  developed  Individual  Yield  Coverage  Program  may 
expose  FCIC  to  a  significantly  higher  loss  risk  if  there 
is  large  participation  of  producers  located  in  the  poten- 
tially underpriced  high  yield  county  areas  and  they  also 
elect  the  potentially  underpriced  75-percent  level  of 
coverage.   Additionally,  the  program's  actuarial  soundness 

may  be  compromised  because  county  area  yields  can  be  sub- 
stituted loi:  actual  producer  yield.   Such  substitution 
provisions  may  preclude  identifyir:g  and  evaluatiaa  actual 
prodaoec  yield  data  which  could  provide  field  underv/r iters 
with  additional  insight  into  the  propriety  of  the  specific 
county  area  oeenium  rates  assigned  to  these  producers. 
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INSURANCE  SALES  POR  EACH  DELIVERY  SYSTEM 


BY  CHOP 

YEAR 

Crop  year 

Delivery  system 

1979 

1980 

1981 

(mi  1  1 

1982 

1983 
(est.) 

1984 
(est.) 

FCIC/ASCS  eirployees 

$  83.7 

$130.2 

$137.9 

$  0.4 

- 

- 

Independent  agents 

19.7 

27.5 

228.0 

34.9 

$  34.0 

- 

Master  marketers 

- 

- 

1.2 

282.8 

306.0 

$425.0 

Reinsured  cxjiiipanies 

— 

— 

12,8 
$379.9 

79.0 
$397.0 

340.0 
$680.0 

425.0 

Tbtal  sales  (note  a) 

$103.3 

$157.6 

$850.0 

Number  of  acres  insured 

(in  millions)  21.5     26.5 

a/Totals  may  not  add  due  to  rounding. 


45.4 


44.2 


85.2 


106.0 
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INSURANCE  SALES 

BY  DELIVERY  SYSTEM 

BY  CROP  YEAR 


$375 


340.0 


$300 


$225 


O 
> 

CO 

til 
< 


$150   - 


1979 


228.0 


1.2 


282.8 


34.9 


12.8 


0.4 


79.0 

I 


306.0 


34.0 


I 


1980  1981 

CROP  YEAR 


1982  1983  (EST) 


CODE:    ■■  FCIC/ASCS  EMPLOYEES 
g^^^M  INDEPENDENT  AGENTS 


I         I  MASTER  MARKETERS 
^^^  REINSURED  COMPANIES 


48 


PERCENTAGE  SHARE  OF  SALES  BY  DELIVERY 
SYSTEM  FOR  CROP  YEAR  1979-1984 


1979 


1980 


1981 


1982 


1983  (ESTIMATE) 


1984  (ESTIMATE) 
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PREMIUMS,  INDEMNITIES,  AND 
LOSS  RATIO  BY  CROP  YEAR 


Crop 

year 

1979 

1980 

/  •«•■  1  1 

1981 

1982 

Premiums 

$103.3 

$157.6    a/$379.9 

a/$397.0 

Indemnities 

67.2 

356.4 

405.7 

b/488.0 

Loss  ratio 

0.65 

2.26 

1.07 

b/1.23 

a/Includes  Federal  premium  subsidy. 
b/Current  as  of  February  28,  1983. 
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INCREASE  IN  PREMIUM  DOLLAR 
PER  ACRE  BY  CROP  YEAR 


E< 

a.  Ill 
<< 

(C  -I 
UI-1 

>o 


75 


76 


78         79         80 
CROP  YEAR 


^PER  FCIC  INDEMNITY  ESTIMATE  AND  STATUS  REPORT  ON 
REINSURED  BUSINESS  AS  OF  OCTOBER  1982 


i/, 


ESTIMATED  PREMIUM  DOLLAR  PER  ACRE  FOR  1983  BASED  ON 
1982  BUSINESS  ($9.06)  PLUS  A  12-PERCENT  INCREASE 
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GAIN  AND 

(LOSS)  DISTRIBOTION 

PER  AGREEMENT  EXDR  CROP  YEAR 

liDSS 

198' 

1 

1982 

1983 

Ratio 

Corpany 

FCIC 

Oatpany 

FCIC 

Conpany 

FCIC 

.00 

5 

95 

8 

92 

11  1/3 

88  2/3 

.40 

5 

55 

8 

52 

11  1/3 

48  2/3 

.75 

5 

20 

8 

17 

11  1/3 

13  2/3 

.90 

5 

5 

3  1/3 

6  2/3 

6  2/3 

3  1/3 

.95 

5 

0 

1  2/3 

3  1/3 

5 

0 

1.00 

0 

0 

0 

0 

4  1/4 

(   4  1/4) 

1.10 

(5  1/4) 

(  4  3/4) 

(1) 

(9) 

2  3/4 

(  12  3/4) 

1.28 

1/3 

(6  1/5) 

£/ 

(  22  1/5) 

a/  (2  5/6) 

(  25  1/2) 

0 

(  28  1/3) 

1.60 

(7  1/2) 

(  52  1/2)  ■ 

(6) 

(  54) 

(4) 

(  56) 

2.00 

(8  1/2) 

(  91  1/2) 

(8) 

(  92) 

(8) 

(  92) 

3.00 

(8  1/2) 

(191  1/2) 

(8) 

(192) 

(9) 

(191) 

5.33 

1/3 

(8  1/2) 

(424  4/5) 

(8) 

(425  1/3) 

(11  1/3) 

(422) 

a/Does  not  add  due  to  rounding  to  achieve  common  fraction. 
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Mr.  English.  Mr.  Sprague,  I  understand  that  you  are  the  only 
member  of  the  Board  that  would  have  a  statement  to  make  this 
morning.  We  will  be  happy  to  receive  that  statement  at  this  time. 

STATEMENT  OF  MERRITT  W.  SPRAGUE,  MANAGER,  FEDERAL 
CROP  INSURANCE  CORPORATION,  ACCOMPANIED  BY  FRANK  W. 
NAYLOR,  JR.,  CHAIRMAN,  BOARD  OF  DIRECTORS,  AND  UNDER 
SECRETARY  OF  AGRICULTURE  FOR  SMALL  COMMUNITY  AND 
RURAL  DEVELOPMENT;  E.  RAY  FOSSE,  WILLIAM  F.  McFAR- 
LANE,  EDWARD  F.  ASKEW,  AND  WILLIAM  H.  HOUSTON,  MEM- 
BERS OF  THE  BOARD 

Mr.  Sprague.  Thank  you,  Mr.  Chairman.  My  name  is  Merritt 
Sprague.  I  am  the  Manager  of  the  Federal  Crop  Insurance  Corpora- 
tion. 

Historically,  the  Federal  Crop  Insurance  Corporation  has  operat- 
ed a  relatively  small  program  with  limited  activity.  The  Federal 
Crop  Insurance  Act  of  1980  greatly  changed  that.  That  act  called 
for  a  multiple  risk  crop  insurance  program  which  would  cover 
farmers  in  all  parts  of  the  Nation. 

It  opened  the  door  for  expansion  into  new  segments  of  the  farm 
economy  which  had  never  before  been  considered  for  protection.  It 
also  provided  a  Federal  subsidy  for  a  portion  of  the  premiums  of 
the  insured  producers.  Plus,  the  act  took  an  approach  never  before 
considered  when  it  called  for  the  involvement  of  the  Nation's  pri- 
vate insurance  sector. 

As  envisioned  by  Congress,  Federal  crop  insurance  was  designed 
to  stabilize  farm  income  by  providing  insurable  producers  with  an 
actuarially  sound  protection  system  against  risks  and  economic 
losses  resulting  from  natural  hazards.  The  objective  was  to  replace 
many  of  the  overlapping  and  conflicting  forms  of  disaster  programs 
which  had  proved  to  be  ineffective,  inefficient,  and  abused  in  many 
areas. 

After  years  of  inequitable  programs  and  unworkable  quick  fixes, 
the  Federal  Crop  Insurance  Act  of  1980  became  the  first  step  in  an 
answer  to  providing  a  long-term  and  appropriate  solution  for  the 
economic  stability  of  the  Nation's  farmers. 

The  most  significant  areas  improved  by  this  act  are  expansion  of 
crop  insurance  availability,  changes  in  the  delivery  system,  and  ex- 
pansion of  the  number  of  commodities  eligible  for  insurance  cover- 
age. 

In  1983  crop  insurance  is  available  in  virtually  every  agricultural 
county  in  the  United  States,  including  former  ASCS  program  disas- 
ter crop  acreage  and  nearly  all  the  soybean  acreage.  We  expect 
more  crops  to  be  added,  as  resources  permit,  until  eventually  most 
of  the  commercially  grown  crops  in  the  United  States  are  insured. 

Between  1980  and  1983,  the  number  of  county  crop  programs 
grew  from  less  than  5,000  to  more  than  15,000.  Such  rapid  grov^i:h 
presented  some  problems,  but  we  at  Federal  Crop  are  committed  to 
complying  with  the  congressional  mandate  to  expand  the  program 
in  order  to  move  closer  to  the  universal  coverage  which  is  desired. 

Crop  insurance  premiums  are  subsidized  by  the  Federal  Govern- 
ment at  30  percent  of  premium  through  the  65-percent  level.  The 
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premiums  are  used  to  cover  indemnities  only.  Administrative  and 
other  expenses  are  covered  by  direct  congressional  appropriations. 

The  Crop  Insurance  Corporation  has  improved  its  delivery  sys- 
tems. We  have  better  trained  sales  agents  and  loss  adjusters  than 
ever  before.  We  have  improved  policy  provisions,  including  changes 
in  most  of  our  contracts.  We  have  an  extended  planting  option.  In 
addition,  we  have  improved  risk  assessment  opportunities,  includ- 
ing a  new  program  to  help  individual  farmers  make  informed  deci- 
sions on  whether  or  not  to  elect  coverage. 

The  act  also  mandated  that  the  Corporation  move  to  an  all-pri- 
vate delivery  system.  This  has  been  accomplished.  Prior  to  1980,  as 
you  know,  Federal  crop  insurance  was  sold  by  Federal  employees 
in  county  offices.  The  1980  law  defined  the  private  delivery  system 
to  include  private  insurance  companies  or  pools  of  such  companies. 

In  response  to  the  congressional  mandate,  the  Corporation  now 
offers  insurance  through  two  basic  delivery  systems:  Sales  and 
service  agencies,  called  master  marketers,  and  private  insurance 
companies,  which  we  reinsure. 

Compensation  rates  are  different  under  each  sales  agreement  be- 
cause the  amount  of  risk  assumed  and  the  amount  of  service  pro- 
vided under  each  of  the  two  delivery  systems  is  different. 

Master  marketers  provide  management  supervision  of  at  least  25 
agents,  contract  servicing  and  quality  control.  The  Federal  Crop  In- 
surance Corporation  currently  compensates  them  at  a  rate  of  18 
percent  for  a  new  business  and  13  percent  for  carryover  or  old  busi- 
ness. 

All  the  loss  adjustment  and  claims  functions  of  the  policies  sold 
by  master  marketers  are  carried  out  by  the  Corporation  itself,  as 
well  as  many  other  activities,  including  agent  and  loss  adjuster 
training,  marketing  services,  and  quality  control. 

Reinsured  companies  offer  crop  insurance  under  their  own  brand 
names  and  provide  marketing,  distribution,  servicing,  training, 
quality  control,  premium  collection,  and  loss  adjustment  functions. 
The  Corporation  reinsures  these  companies  against  extraordinary 
actuarial  losses. 

Reinsured  companies  receive  22  percent  of  the  premium  for  old 
business  to  cover  agent  commissions  and  company  operating  ex- 
penses, with  5  percent  more  for  new  businesses,  and  4  percent  of 
premium  and  3  percent  of  indemnities  paid  for  loss  adjustment  and 
claims  expenses  under  the  current  agreement.  The  reinsured  con- 
cept is  not  new  to  crop  insurance.  There  are  literally  thousands  of 
reinsurance  treaties  in  effect  in  the  United  States,  with  many  risks 
reinsured  more  than  once. 

The  Federal  Crop  Insurance  Corporation's  reinsurance  treaty  is 
in  many  ways  similar  to  commercial  reinsurance,  with  specialized 
coverages  to  meet  unique  situations.  It  has  been  compared  to  stop- 
loss  coverage  utilized  by  many  crop  hail  insurance  companies. 

The  standard  reinsurance  agreement  is  a  fixed  price  contract 
which  provides  compensation  schedules  equivalent  to  the  agency 
sales  and  service  agreement,  plus  expense  reimbursement  for  those 
additional  costs  associated  and  incurred  by  the  company  for  crop 
insurance  delivery. 

In  establishing  the  reimbursement  rates  under  the  fixed  price 
method,  the  Corporation  attempted  to  determine  the  actual  per- 
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centage  of  costs  incurred  by  the  Corporation  in  connection  with  the 
same  services  provided  by  reinsured  companies. 

A  rate  equivalent  to  that  percentage,  plus  a  commission  schedule 
parallel  to  the  master  marketing  agreement,  then  constituted  the 
fixed  price  percentage  reimbursement  rate  offered  to  companies. 

The  companies  that  have  reinsurance  treaties  with  the  Federal 
Crop  Insurance  Corporation  are  established  companies,  with  long 
histories  of  integrity  and  honesty.  They  are  licensed  by  their  re- 
spective States,  and  they  are  subject  to  State  audit  procedures  and 
financial  requirements. 

Proposed  financial  standards  for  such  companies  have  been  ap- 
proved by  the  Federal  Crop  Insurance  Corporation's  Board  of  Di- 
rectors. The  years  1981  and  1982  must  be  regarded  as  startup 
years,  with  the  attendant  costs  implied  for  both  master  marketing 
agencies  and  reinsured  companies. 

By  capitalizing  on  the  expertise  of  reinsured  companies  combined 
with  their  well-trained  agent  force  and  streamlined  loss  adjustment 
procedures,  there  has  been  a  substantial  improvement  in  service  to 
producers. 

It  is  the  intention  of  the  Federal  Crop  Insurance  Corporation  to 
provide  American  farmers  with  an  affordable  and  reliable  risk 
management  tool.  We  are  working  hard  to  meet  that  goal.  We  have 
closed  out  the  competing  delivery  systems  to  promote  sales  by  the 
private  sector. 

The  efforts  of  both  the  master  marketers  and  the  reinsured  com- 
panies will  be  necessary  to  provide  crop  insurance  on  every  com- 
mercially grown  crop  in  the  country  in  America.  To  do  this,  we 
have  to  have  their  help  and  we  have  to  have  the  continued  support 
of  Congress. 

We  have  been  engaged  in  an  aggressive  sales  training  program 
for  agents  and  loss  adjusters.  All  sales  agents,  all  loss  adjusters 
have  been  required  to  undergo  extensive  training  and  pass  a  certi- 
fication examination.  We  think  that  this  program  will  help  us  to 
improve  service  to  producers  in  this  country. 

We  seek  in  the  long  run  participation  by  a  majority  of  America's 
farmers.  I  think  this  is  a  realistic  goal,  given  time  and  stability  to 
build  confidence  in  the  program.  In  the  meantime,  how  can  we  re- 
alistically measure  our  success  in  achieving  our  objectives? 

I  believe  there  are  some  other  measures  of  success.  I  believe  in 
making  crop  insurance  available  to  every  farmer  in  every  county.  I 
believe  that  promoting  a  better  understanding  of  what  crop  insur- 
ance is;  is  a  measure  of  success. 

I  believe  that  fairly  priced  coverage  under  a  stable  program  is  a 
worthy  objective.  I  believe  that  efficient  administration  is  impor- 
tant. I  believe  that  we  need  to  increase  the  risk  involvement  of  pri- 
vate companies,  and  that  should  be  a  measure  of  success  of  the  pro- 
gram. 

I  have  submitted  a  prepared  statement  for  the  record,  which  goes 
into  many  important  aspects  of  Federal  Crop  Insurance  in  detail. 

Mr.  Chairman,  after  a  year  as  the  Manager  of  the  Federal  Crop 
Insurance  Corporation  I  can  see  clear  progress  toward  fulfilling  our 
congressional  mandate.  Certainly  a  program  this  extensive  and 
complicated  will  not  be  without  its  problems,  but  when  you  remem- 
ber that  our  business  has  more  than  quadrupled  since  1979,  you 
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can  understand,  I  think,  that  the  sheer  increase  in  workload 
volume  has  been  a  source  of  some  of  our  problems. 

I  feel,  Mr.  Chairman,  that  the  Federal  Crop  Insurance  Corpora- 
tion as  it  now  operates  is  the  best  all-risk  protection  system  availa- 
ble for  our  Nation's  farmers.  This  is  not  to  say  that  we  do  not  need 
to  fine  tune  our  methods  in  many  areas,  and  upon  that  course  we 
have  already  embarked. 

In  order  to  complete  our  fine  tuning,  we  must  have  stability.  I  do 
not  believe  that  it  would  be  wise  to  open  crop  insurance  up  now  to 
quick-fix  changes  and  hasty  alterations. 

I  believe  that  would  be  a  disservice  to  the  American  farmer  and 
create  additional  problems  which  can  only  result  in  further  bur- 
dening our  agricultural  system  and  fail  to  contribute  any  positive 
movement  toward  the  intent  of  the  act. 

I  offer  this  statement,  Mr.  Chairman,  as  evidence  that  the  Feder- 
al Crop  Insurance  Corporation  is  moving  as  rapidly  as  possible 
toward  fulfilling  the  mandate  assigned  us  by  Congress  under  the 
Federal  Crop  Insurance  Act  of  1980. 

I  appreciate  the  opportunity  to  appear  before  the  committee 
today,  and  like  the  rest  of  the  members  of  the  Board  of  Directors  of 
the  Federal  Crop  Insurance  Corporation,  welcome  the  opportunity 
to  answer  your  questions. 

Thank  you. 

Mr.  English.  Thank  you  very  much,  Mr.  Sprague.  We  appreciate 
it.  Without  objection,  your  complete  statement  will  be  made  a  part 
of  the  record. 

[Mr.  Sprague's  prepared  statement  follows:] 
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statement  of  flerntt  W.  Sprague 

Manager 

Federal  Crop  Insurance  Corporation 

United  States  Department  of  Agriculture 

■  Before  The 

Government  Information,  Justice  and  Agriculture  Subcommittee 

Of  The 

Committee  on  Government  Operations 

United  States  House  of  Representatives 

May  26,  1983 


Chairman  English  and  lumbers  of  the  Subconmittee.     I  am  Merritt  W. 
Sprague,  Manager  of  the  Federal   Crop  Insurance  Corporation.     This  agency  of 
the  Department  of  Agriculture  was  created  in  1938  to  help  protect  farmers  from 
disastrous  losses  through  a  fair  and  equitable  insurance  program.     It  went 
hand  in  hand  with  American  farm  policy,  which  encouraged  the  production  of 
adequate  supplies  of  food  and  fiber  so  as  t5  maintain  reasonable  prices  for 
consumers  and  to  assure  farmers  a  fair  return  on  their  labor  and  financial 
investment. 

Congress  redesigned  the  Federal   Crop   Insurance  Corporation  in  1980  with  an 
act  which  sought  to  stabilize  farm  income  by  providing  insurable  producers 
with  actuarially  sound  protection  against  risks  and  economic  losses  resulting 
from  natural   hazards.     The  overall   goal   sounds  the  same,  and  basically  it  is 
the  same  as  the  original  program,  but  the  method  of  attaining  that  goal   is 
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where  Congress  made  the  most  significant  change.     Not  only  was  the  objective 
to  replace  many  of  the  overlapping  and  conflicting  forms  of  disaster  programs 
which  covered  only  a  limited  number  of  farmers,  but  it  also  sought  to  involve 
the  private  sector  to  expand  the  participation  through  aggressive  sales  and 
service  activities. 

Mr.  Chairman,  a  year  ago  I  became  manager  of  the  Federal  Crop  Insurance 
Corporation.     When  I  assumed  that  responsibility,   I  discovered  a  great  need 
for  consistency  and  stability.     The  implementation  of  the  act  tremendously 
increased  the  workload  of  the  Corporation  virtually  overnight.     As  a  fanner,   I 
am  very  sensitive  to  the  needs  of  America's  agriculture  community.     From  that 
viewpoint,   I  approached  the  task  given  me  with  a  commitment  to  offer  guidance 
which  would,   first  and  foremost,  keep  farmers  our  number  one  priority. 

After  a  year  in  this  position,   I  see  clear  progress  towards  fulfilling  the 
mandate  outlined  by  Congress.     Crop  insurance  is  an  important  asset  for 
farmers,  but  it  is  also  an  extremely  complex  asset  which  varies  widely  from 
farm  to  farm.     There  is  no  simple  rule  of  thumb  in  crop  insurance,  just  as 
there  is  no  single  guideline  that  can  apply  to  all    farmers  across  the  board- 
Each  situation  must  be  dealt  with   individually.     And,  when  you  remember  that 
our  business  has  nearly  quadrupled  since  1979,  you  can  understand  the  major 
task  we  face  implementing  this  expansive  program. 


59 


This  is  not  to  say  that  we  face  insunnountable  obstacles.     I  am  confident, 
given  a  reasonable  implementation^  period  without  major  changes  in  the  program, 
that  we  can  soon  have  a  program  which  will   not  only  serve  to  provide  adequate 
protection  for  farmers,  but  with  some  fine-tuning  and  a  few  more  seasons  to 
prove  its  worth,  will  be  widely  sought  out  by  this  nation's  producers.     If  we 
are  allowed  to  maintain  our  present  course,  as  directed  by  Congress,  Federal 
Crop  Insurance  will,   in  time,   become  an  indispensable  segment  of  farm 
management. 

Pre-1980  FCIC  programs  had  many  limitations.     They  covered  only  limited 
crops,  limited  counties,  and  involved  a  lot  of  conflicting  paperwork. 
Expansion  was  always  undertaken  cautiously,  if  at  all.     Most  crops  and  many 
geographic  areas  were  never  covered. 

In  1981,  Federal   Crop   Insurance  was  available  on  28  major  crops,  ranging 
from  almonds  to  wheat,  in  1,928  counties. . .about  two-thirds  of  all   the 
counties  in  the  U.   S.     In  1982,  crop  insurance  was  available  on  those  28  major 
crops  in  2,900  counties.     In  addition,  insurance  was  available  on  almost  100 
percent  of  the  acreage  previously  covered  by  the  ASCS  disaster  assistance 
program. 
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This  year  Federal   Crop   Insurance  is  available  in  virtually  every 
agricultural  county  in  the  U.  S.,  including  ASCS  program  disaster  crop  acreage 
and  nearly  all   the  soybean  acreage.     And  more  crops  v/ill  be  added  until  an 
estimated  400  commercially  grown  crops  will  be  covered  nationwide. 

Between  1981   and  1982,  the  number  of  crop  programs  greu  from  under  6,000 
to  over  14,000.     In  1983,  approximately  850  new  programs  are  being  offered, 
including  a  new  pilot  timber  program  and  first-time  coverage  for  stake 
tomatoes  and  peppers  in  several   Florida  counties. 

Crop  insurance  premiums  are  subsidized  by  tlie  Federal  Government  at  30 
percent  of  premium  through  the  65  percent  coverage  level.     The  premiums  are 
used  to  cover  indemnities.     Administrative  and  other  expenses  are  covered  by 
direct  congressional   appropriations. 

FCIC  has  improved  delivery  systems  with- better-trained  sales  agents  and 
loss  adjusters,  improved  policy  provisions  (including  changes  in  the  corn, 
cotton,  and  soybean  contracts),  an  extended  planting  option,  and  a  new 
micro-computer  program  to  help  individual    farmers  make  informed  decisions  on 
whetlier  or  not  to  elect  coverage. 

Another  major  improvement  is  the  effort  to  insure  that  crop  insurance 
premiums  more  accurately  reflect  risk.     The  Individual   Yield  Coverage  Program 
with  the  livestock  producer  option  is  an  important  way  we  are  attempting  to 
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eliminate  adverse  selection  and  insure  that  premiums  reflect  risk  as 
accurately  as  possible. 

Premiums  are  based  on  actuarial   data  for  each  county,  including  soil 
types,  historical  weather  patterns,  and  crop  yields.     For  every  risk  assumed, 
there  must  be  a  cost.     Loss  experience  also  contributes  to  the  premium's  rate 
structure,  and  farmers  with  consistent  losses  will    pay  correspondingly  higher 
premiums,  and  farmers  with  consistently  high  yields  will   qualify  for  a  premium 
discount. 

Our  goal   is  for  the  premium  each  farmer  pays  to  reflect  the  risk  exposure 
on  his  farm  and  give  credit  for  good  farm  management  and  improved  production 
techniques. 

In  order  to  sell  crop  insurance,   the  premium  has  to  be  fair  to  the 
farmer.     But,   the  premium  has  to  be  fair  to  the  taxpayer  as  well.     The  Federal 
Crop  Insurance  program  must  be  actuarially  sound  in  order  to  survive. 

The  1980  Act  authorized  the  government  to  pay  30  percent  of  a  farmer's 
Federal  Crop   Insurance  premiums  at  the  50  and  65  percent  coverage  levels.     The 
percentage  of  subsidy  at  the  75  percent  level   is  reduced,  but  the  dollar 
amount  remains  the  same  as  at  65  percent  coverage.     This  means  that  for  every 
dollar  in  basic  risk  coverage  selected  by  a  fanner,  he  pays  70  cents  and  the 
government  pays  as  much  as  30  cents. 
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Our  short  term  objective  is  to  have  a  .90  loss  ratio  which  provides  for  a 
10  percent  reserve  for  catastrophic  losses.  Over  the  life  of  the  program,  of 
course,  we  would  expect  to  end  up  with  a  1.0  loss  ratio. 

Our  estimated  1982  loss  ratio  presently  stands  at  about  1.33  on  the  FCIC 
paper  share  of  the  crop  insurance  business  in  force.  This  is  somewhat  above 
our  goal,  but  when  compared  to  our  overall  historical  loss  ratio  of  1.12  since 
1948,  we  feel  we  are  within  reach  of  our  objective. 

The  1980  Act  also  mandated  that  the  Corporation  move  to  a  private  delivery 
system.  This  has>been  accomplished.  Prior  to  1980,  Federal  Crop  Insurance 
was  sold  by  Federal  employees  in  county  offices.  The  1980  law  defined  the 
private  delivery  system  to  include  "private  insurance  companies  or  pools  of 
such  companies." 

In  response  to  the  congressional  mandate,  the  Corporation  now  offers 
insurance  through  two  basic  delivery  systems:  Sales  and  Service  Agencies 
(Master  Marketers)  and  private  insurance  companies  that  we  reinsure. 
Compensation  rates  are  different  under  each  sales  agreement  because  the  amount 
of  risk  assumed  and  service  provided  under  each  delivery  system  is  different. 
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Master  Marketers  provide  management,   supervision  of  (at  least  25)  agents, 
and  contract  servicing,  with  the  exception  of  loss  adjustment.     FCIC 
compensates  them  at  a  rate  of  18  percent  for  new  business  and  13  percent  for 
carryover  business.     All   loss  adjustment  and  claims  functions  on  policies  sold 
by  Master  Marketers  are  carried  out  by  FCIC  through  loss  adjustment 
contractors,  as  well   as  many  other  activities,  including  agent  and  loss 
adjuster  training,  marketing  services,   quality  control,  etc. 

Reinsured  Companies  offer  crop  insurance  under  their  own  brand  names  and 
provide  marketing,  distribution,   servicing,  training,  quality  control,  premium 
collection  and  loss  adjustment  functions.     The  Corporation  reinsures  these 
companies  against  extraordinary  operational  and  actuarial   losses.     They 
receive  27  percent  of  the  premium  for  new  business  to  cover  agent  commissions 
and  company  operating  expenses — five  percent  less  for  carryover  business,   and 
four  percent  of  premium  and  three  percent  of  total   losses  paid  for  loss 
adjustment  and  claims  expenses. 

It  is  the  intention  of  FCIC  to  provide  American  farmers  with  an  affordable 
and  reliable  risk  management  tool.     We  are  working  hard  to  meet  this  goal.     We 
have  closed  out  our  own  competing  delivery  systems  to  promote  sales  by  the 
private  sector.     We  must  have  an  aggressive  sales  effort  or  face  the  prospect 
of  not  having  a  workable  crop  insurance  program. 
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The  efforts  of  both  Master  Marketers  and  Reinsured  Companies  will  be 
necessary  to  eventually  provide  crop  insurance  on  every  commercially  grown 
crop  in  every  county  to  every  producer  in  America.     To  do  this  we  must  have 
their  help  and  the  continued  support  of  the  Congress. 

The  Federal  Crop  Insurance  Corporation  is  also  engaged  in  an  aggressive 
training  program  for  sales  agents  and  loss  adjusters,  who  are  required  to  pass 
a  certification  exam. 

Training  sessions  are  being  conducted  throughout  the  country  so  that  all 
agents  will   have  the  opportunity  to  earn  certification.     Not  only  agents,  but 
FCIC  personnel  as  well,  are  receiving  this  extensive  training.     Right  now, 
nearly  all   of  our  field  supervisors,  district  directors,  and  regional 
directors  have  been  certified,  and  many  of  the  employees  in  both  our 
Washington  and  Kansas  City  offices  have  also  participated  in  the  program. 

We  think  this  is  a  good  program  that  will  help  agents  to  better  service 
their  contracts.     It  will   result  in  a  reduced  error  rate  in  handling  paper, 
more  and  better  information  on  how  farmers  can  use  crop  insurance  to  their 
best  advantage,  and. ..best  of  all. ..it  should  instill   increased  confidence  in 
agents  that  will  result  in  more  sales  and  better  service  to  our  customers,  the 
farmers  of  America. 
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We  hope  to  promote  a  general  understanding  of  what  crop  insurance  is,  how 
it  works,  and  how  it  can  be  incorporated  into  general   risk  management 
strategies.     Through  an  aggressive  communications  effort  involving 
agri-business,  commodity  groups,  financial   groups  and  other  government 
agencies,  we're  spreading  the  word  about  recent  changes  in  the  programs  and 
generally  trying  to  establish  closer  relations. 

Good  coverage,   fair  prices,  and  a  stable  and  reliable  program  are 
absolutely  critical   to  increasing  farmer  participation.     With  more  stability 
at  the  top  management  level,  we  can  stabilize  the  program. 

FCIC  management  is  putting  the  finishing  touches  on  a  five-year  business 
plan  with  the  assistance  of  Electronic  Data  System  Corporation.  This  effort 
will  culminate  in  the  establishment  and  implementation  of  a  strategic  planning 
system  which  will  concentrate  on  identified  goals  and  objectives  for  overall 
corporate  operations.  Primarily,  the  thrust  of  this  plan  is  to  improve  the 
Corporation's  document  processing,  timeliness  of  service  and  data  processing 
capabilities. 

We  have,  to  a  major  degree,  already  implemented  changes  to  save  time  and 
provide  better  service  through  use  of  multi-crop  application  forms  and  "easy 
read"  contracts. 
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We  are  working  with  institutional   groups  to  increase  their  awareness  and 
we  are  providing  educational   programs  on  a  continuing  basis.     We  are  counting 
on  those  agencies  and  providers  of  service  to  farmers  to  help  in  promoting  our 
product  and  informing  others  about  the  value  of  the  crop  insurance  program. 

We  recently  presented  our  1984  budget  request  to  Congress  which  is  crucial 
to  the  fulfillment  of  our  assigned  task.     It  included  $278,987,000  for 
administrative  and  operating  expenses  to  fund  the  expanded  crop  insurance 
program.     Nearly  three-fourths  of  this  amount  will  be  required  for  Reinsurance 
administrative  expense  ($99.8  million)  and  Master  Marketing  commissions  and 
loss  adjustment  functions  ($107  million).     It  also  sought  $170,000,000  in 
premium  subsidy  for  the  1983  crop  year,  which  represents  30  percent  of  the 
expected  premium,  up  to  the  65  percent  level  of  coverage,  as  authorized  by  the 
Act  .     Our  budget  request  also  included  $24,883,000  for  restoration  of  funds 
borrowed  from  premium  income  in  fiscal  year  1982. to  pay  for  commissions  and 
loss  adjustment  functions.     We  requested  no  additional   funds  for  subscription 
to  capital  stock. 

This  represents  a  total  budget  request  for  fiscal  year  1984  of 
$473,870,000,   for  on-going  programs,  which  is  $64,530,000  less  than  the  total 
1983  appropriations  of  $528.4  million  (for  ongoing  programs  and  subscription 
to  capital  stock). 

Substantial  expansion  of  acres  insured  and  insurance  in  force  has  been 
accomplished.     In  1980,  acres  insured  were  26.6  million  compared  with  over  44 
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minion  for  the  1982  crop  year.     Insurance  in  force  has  more  than  doubled  for 
the  same  period,  from  $3  billion  in  1980  to  $6.1  billion  in  1982. 

The  current  estimates  of  crop  year  1982  experience  for  the  combined 
efforts  of  the  public  and  private  sector  show  total   premium  amounting  to  over 
$397  million,  and  total   indemnities  of  about  $488  million,   for  a  combined  loss 
ratio  of  1 .23. 

Premium  for  the  government's  share  of  the  crop  year  1982  insurance 
operations  is  estimated  at  about  $318  million,  and  indemnities  at  $424 
million,   for  a  loss  ratio  of  1.33.     The  remaining  premium  of  $79  million  was 
handled  by  reinsured  companies.     The  indemnities  are  estimated  at  $64  million, 
which  results  in  a  loss  ratio  of  .81. 

The  fiscal  year  1983  appropriations  have  permitted  the  Corporation  to 
continue  to  expand  the  availability  of  Federal   Crop   Insurance.      In  crop  year 
1983,  insurance  is  offered  on  28  major  crops  in  nearly  16,000  county  programs 
in  49  states  and  is  available  in  virtually  every  agricultural  county  in  the 
United  States.     Our  budget  request  is  based  on  a  projection  of  85  million 
insured  acres  for  the  current  crop  year. 

As  a  means  to  effectively  use  all    resources  available  within  USDA,  FCIC 
will  continue  its  Memorandum  of  Understanding  with  ASCS.     Under  this 
agreement,  ASCS  will   assist  us  in  carrying  out  the  provisions  of  the  Federal 
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Crop  Insurance  Act,  as  amended,  by  serving  as  a  producer  contact  point  for 
information  on  the  crop  insurance  program.     They  will   also  sell  and  service 
crop  insurance  policies  in  those  areas  where  agents  are  not  available. 

In  addition  to  the  above  services,  a  new  agreement  with  ASCS  for  1983  has 
been  executed  to  reimburse  ASCS  for  a  pilot  county  level  computer  support 
program  in  order  to  study  potential  automation  benefits. 

The  Corporation  is  requesting  emergency  borrowing  authority  from  the 
Secretary  of  the  Treasury  beginning  in  fiscal  year  1984  to  cover  any 
shortfalls  in  the  fund  in  future  years.     Our  basis  for  this  request  is  7 
U.S.C.  1516,  which  states  that  FCIC's  borrowing  authority  may  be  exercised 
"only  to  such  extent  and  in  such  amounts  as  are  provided  in  appropriation 
Acts."     We  believe  this  authority  is  necessary  in  the  event  of  severe, 
widespread  weather  conditions  for  the  Corporation  to  provide  program 
continuity  and  operate  in  a  business-like  manner.     Any  future  need  to  seek 
supplemental  appropriations  to  cover  shortfalls  would  interrupt  the  stability 
of  the  Corporation  and  severely  damage  our  ability  to  provide  quality  service. 

The  Corporation  also  requests  reimbursement  to  replenish  the  fund  in  the 
event  that  its  funds  are  depleted  by  extraordinary  demands. 
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I  feel  certain,  Mr.  Chairman,  that  the  Federal  Crop   Insurance  Corporation, 
as  now  operating,  is  the  best  all-risk  protection  system  available  for  the 
nation's  farmers.     This  is  not  to  say  that  we  do  not  need  to  improve  our 
methods  in  many  areas,  and  upon  that  course  we  have  already  embarked. 

In  order  to  improve  the  Corporation's  overall  operation,  we  must  have 
stability.     To  open  Crop  Insurance  up  now  to  unnecessary  changes  would  be 
disastrous  to  the  American  farmer,  because  it  would  create  additional  delays 
which  would  only  result  in  further  damaging  our  fragile  agricultural    system. 

FCIC  must  have     sufficient  time  to  strengthen  its  existing  policies  and 
procedures  and  to  establish  improved  operational   control   in  all   areas.     The 
Corporation,  as  presently  structured,  will  meet  the  demands  of  farmers  if  it 
is  allov/ed  to  work  unhindered.     To  that  end,  we  at  FCIC  are  solemnly  committed. 
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Mr.  English.  To  try  to  help  keep  this  hearing  on  target,  I  intend 
to  ask  questions  in  specific  areas  and  hope  not  to  move  from  one 
category  into  another  category  until  we  have  pretty  much  exhaust- 
ed the  subject.  The  general  categories  are  actuarial,  sales  in  gener- 
al, mass  marketers,  reinsured  companies,  advertising,  and  the  use 
of  personnel  resources. 

Of  course,  other  members  of  the  committee  can  ask  whatever 
questions  they  may  wish  without  regard.  With  that  in  mind,  I  am 
going  to  let  Mr.  Kindness  and  Mr.  Lewis  ask  any  questions  that 
they  may  have,  first.  Then,  as  we  proceed  along  with  my  questions, 
if  they  have  other  questions  then  they  are  certainly  encouraged 
and  welcomed  to  raise  those  issues  at  that  time. 

I  do  have  one  question  before  I  turn  to  Mr.  Kindness.  It  is  one  of 
an  informational  nature. 

Mr.  Sprague,  as  I  pointed  out  in  my  opening  statement,  the  par- 
ticipation rate  has  slipped  each  year  under  the  new  act,  from  19 
percent  in  1981  to  16  percent  in  1982.  The  selling  season  for  1983  is 
now  completed.  Could  you  report  to  the  subcommittee  the  selling 
experience  for  this  year? 

Mr.  Sprague.  Mr.  Chairman,  in  some  cases  the  sales  season  has 
not  closed.  There  are  a  few  crops  upon  which  we  are  still  accepting 
applications  for  insurance.  One  of  those  is  raisins.  We  have  some 
sales  closing  dates  that  come  after  April  30,  but  generally  speaking 
you  are  correct. 

The  1983  sales  season  is  closed,  and  our  best  estimate  at  this 
time  for  the  1983  book  of  business  indicates  that  about  $210  million 
of  premium  income  is  to  be  expected  on  Federal  Crop  Insurance 
paper.  In  addition,  we  are  expecting  reinsured  companies  to  have  a 
total  volume  of  about  $119  million.  Combined,  this  indicates  a  1983 
book  of  business  of  $329  million  of  premium  income. 

This  is  a  substantial  reduction  from  the  1982  levels  of  approxi- 
niately  $400  million.  But  when  you  consider  that  the  payment-in- 
kind  program  has  reduced  the  universe  in  which  to  sell  crop  insur- 
ance by  a  rather  significant  amount,  our  estimates  are  that  the 
payment-in-kind  and  acreage  reduction  programs  have  had  an  18 
percent  negative  effect  upon  our  capability  to  sell  crop  insurance 
as  measured  in  premium  income  or  acres  covered.  Eighteen  per- 
cent of  a  universe  that  existed  in  1982  would  be  about  $72  million 
in  terms  of  premium  income. 

Therefore,  we  expect  for  1983  a  total  sales  volume  comparable  to 
that  in  1982  as  reduced  in  the  appropriate  fashion  for  the  payment- 
in-kind  programs.  This  would  yield,  if  we  subtract  from  the  uni- 
verse that  80  million  acres  of  corn  and  wheat  and  cotton  and  rice 
that  we  do  not  expect  to  be  planted,  this  would  yield  participation 
rates  essentially  the  same  as  in  1982,  about  16  percent. 

Mr.  English.  Are  you  telling  me  then,  Mr.  Sprague,  that  as  far 
as  the  total  number  of  acres  that  are  eligible  to  be  insured  and 
comparing  those  with  the  number  of  acres  that  were  actually  in- 
sured, that  you  are  coming  up  with  16  percent  in  1983,  as  you  did 
in  1982?  ^ 

Mr.  Sprague.  That  is  approximately  correct,  sir.  That  is  our  best 
estimate  at  this  point.  Bear  in  mind  that  we  will  not  have  sound 
figures  on  participation  for  crop  insurance  until  we  receive  the 
acreage  reports.  It  is  the  acreage  reports  that  determine  the  exact 
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amount  of  premium  income  earned  by  the  Corporation  and  the 
exact  amount  of  planted  acres  by  each  insured.  We  are  making  an 
estimate  at  this  time  which  accounts  for  the  payment-in-kind  pro- 
gram. 

Mr.  English.  What  margin  of  error  would  you  say  would  be  con- 
tained within  that  estimate  that  you  are  making? 

Mr.  Sprague.  It  is  our  very  best  estimate.  We  are  assuming  that 
18  percent  of  our  business  will  be  affected  by  that  program. 

Mr.  English.  What  I  am  getting  at,  Mr.  Sprague,  is  that  any 
time  you  make  an  estimate  like  that  you  have  a  margin  of  error. 
All  the  pollsters  give  us  plus  or  minus  2  or  3  percent. 

Have  you  got  a  plus  or  minus  percentage  on  that?  Do  you  feel 
very  solid  with  16  percent  and  it  is  not  going  to  be  17  or  it  is  not 
going  to  be  15  or  it  is  not  going  to  be  10  or  it  is  not  going  to  be  20? 
Do  you  feel  that  confident  that  we  are  within  a  couple  of  percent- 
age points  of  what  it  is  actually  going  to  be? 

Mr.  Sprague.  I  think  this  is  very  close.  It  is  the  very  best  esti- 
mate that  we  can  make  at  this  point. 

Mr.  English.  Could  it  be  off  as  much  as  5  percent  either  way? 

Mr.  Sprague.  Unlikely,  sir. 

Mr.  English.  I  believe  you  told  the  House  Agriculture  Commit- 
tee 2  or  3  weeks  ago  when  we  had  the  hearings  over  there,  in  re- 
sponse to  the  same  type  question  I  asked  you,  I  believe  you  told  me 
you  expected  somewhere  in  the  neighborhood  of  30  or  35  percent 
participation  for  1983.  Isn't  that  correct? 

Mr.  Sprague.  That  was  our  goal,  and  that  was  our  hope. 

Mr.  English.  So  you  failed  by  almost  half  to  meet  that  goal? 

Mr.  Sprague.  That  would  be  one  way  to  put  it,  sir. 

Mr.  English.  Mr.  Kindness? 

Mr.  Kindness.  Thank  you,  Mr.  Chairman. 

I  would  like  to  get  at  some  basic  things  about  the  Board.  It  is 
unusual  to  have  all  the  members  of  a  board  here,  including  public 
members,  and  I  join  the  chairman  in  commending  each  of  you  for 
your  devotion  of  time  and  energy  and  experience  and  helpfulness 
to  serve  in  the  capacity  as  members  of  the  Board. 

There  are  a  few  mechanical  things  about  the  Board  I  would  like 
to  know.  How  often  does  the  Board  meet?  Is  that  set  on  a  particu- 
lar schedule  or  is  it  subject  to  the  call  of  the  manager?  How  do 
meetings  come  about? 

Mr.  Sprague.  Board  meetings  are  subject  to  the  call  of  manage- 
ment. They  are  also  subject  to  the  call  of  individual  Board  mem- 
bers. Our  general  procedure  has  been  to  meet  an  average  of  about 
once  each  6  weeks.  In  some  cases  there  have  been  2  months  be- 
tween meetings,  but  on  many  other  occasions  we  have  had  monthly 
meetings. 

Mr.  Kindness.  Are  all  meetings  held  in  Washington  or  are  they 
held  elsewhere,  too? 

Mr.  Sprague.  To  date  most  have  been  held  in  Washington.  There 
have  been  meetings  held  at  other  sites  for  particular  reasons.  Our 
Kansas  City  office  is  our  center  of  operations.  We  have  held  at 
least  two  meetings  in  Kansas  City  so  that  we  could  hear  from  staff 
members  at  the  Kansas  City  office. 

I  would  anticipate  that  some  of  the  meetings  of  the  Board  will  be 
held  at  other  sites  across  this  country  and  be  tied  in  some  cases  to 
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field  trips,  where  we  take  a  look  at  potential  crops  to  insure,  spe- 
cialized areas,  areas  where  we  have  had  problems. 

Mr.  Kindness.  What  provision  is  made  for  staff  assistance  for 
members  of  the  Board?  Is  there  any  provision  for  staff  assistance  to 
members  of  the  Board  in  preparation  for  meetings  or  following  up 
subject  matters  that  are  discussed  in  meetings? 

Mr.  Sprague.  The  outside  Board  members  have  no  direct  staff 
assistance.  We  do  have  a  full-time  professional  employee  who 
serves  as  the  secretary  of  the  Corporation.  It  is  his  responsibility  to 
prepare  the  agenda  for  meetings,  to  prepare  the  Board  memoran- 
dums which  are  requested  by  members  of  the  Board.  Generally 
speaking,  most  of  those  Board  memorandums  are  the  result  of  staff 
work  by  the  full-time  professional  staff  of  the  Corporation  and  are 
recommendations  from  management. 

Mr.  Kindness.  What  is  the  number  of  staff  personnel  of  the  Cor- 
poration? About  how  many  people  are  involved  in  it? 

Mr.  Sprague.  We  have  a  permanent  full-time  staff  of  about  700 
people.  Only  about  65  of  those  are  in  the  Washington  headquarters 
office. 

Mr.  Kindness.  The  others  have  to  do  mainly  with  the  function- 
ing of  the  sales,  the  liaison  with  the  master  marketers,  and  the  ad- 
justment process? 

Mr.  Sprague.  The  substantial  majority  of  the  staff  years  utilized 
by  the  Corporation  are  in  what  we  call  field  operations.  They  are 
at  levels  below  the  Kansas  City  operations  office. 

Mr.  Kindness.  What  kind  of  information  is  provided  to  members 
of  the  Board,  is  it  on  a  periodic  or  regular  basis,  certain  types  of 
reports  to  the  Board  members?  Could  you  describe  that  flow  of 
communications? 

Mr.  Sprague.  The  secretary  of  the  Corporation  is  charged  with 
mailing,  generally  speaking,  whatever  information  is  determined  to 
be  of  sufficient  significance  to  be  called  to  their  attention. 

In  addition,  some  outsiders  with  particular  vested  interests  to 
represent  or  support  have  felt  themselves  at  liberty  to  mail  direct 
to  Board  members  specific  proposals  and  recommendations  and 
comments. 

Mr.  Kindness.  If  a  new  program  is  to  be  extended  in  a  new 
county — that  is,  another  crop  program  in  a  county  not  previously 
extended  that  coverage — is  that  the  kind  of  decision  that  is  made 
under  some  standing  procedure  that  does  not  involve  a  decision  by 
the  Board? 

Mr.  Sprague.  The  Board  is  required  to  approve  every  county 
crop  program  that  we  offer.  As  a  result,  management  generally  rec- 
ommends to  the  Board  expansion  efforts. 

Mr.  Kindness.  There  are  no  guidelines  under  which  that  is  dele- 
gated, then,  so  the  decision  could  be  made  on  an  earlier  basis;  that 
is,  without  waiting  for  another  Board  meeting?  It  is  required  to  be 
decided  upon  by  the  Board  in  each  case? 

Mr.  Sprague.  That  has  been  the  procedure  we  have  followed,  sir. 

Mr.  Kindness.  I  used  to  be  concerned  with  employee  benefit  pro- 
grams, including  life  insurance  and  other  benefits.  I  never  did 
quite  understand  what  the  actuaries  were  talking  about  most  of 
the  time.  It  is  a  little  bit  like  economics,  I  think.  Somebody  said,  if 
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you  placed  all  the  economists  end  to  end,  they  would  not  reach  a 
conclusion. 

I  would  like  to  know  the  view  that  the  Board  takes  of  actuarial 
soundness  with  respect  to  the  Federal  Crop  Insurance  Corpora- 
tion's functioning  and  whether  it  applies  on  a  program-by-program 
basis,  or  a  crop-by-crop  basis,  or  regionally  or  nationwide.  What 
measure  of  actuarial  soundness  is  being  applied  in  the  manage- 
ment decisions  of  FCIC? 

Mr.  Sprague.  Mr.  Kindness,  let  me  respond  to  that  by  saying  it 
is  our  objective  to  make  every  crop  program  stand  on  its  own.  It  is 
our  objective  to  make  every  area  in  the  United  States  stand  on  its 
own  as  far  as  actuarial  soundness.  It  is  really  our  objective  to  make 
every  farm  stand  upon  its  own  if  the  period  of  time  were  long 
enough. 

That  is  the  basis  for  our  actuarial  programs;  it  is  the  basis  for 
our  actuarial  effort.  I  will  have  to  confess  that  we  do  not  always 
succeed  in  100  percent  accuracy  with  our  actuarial  programs,  but 
our  intent  at  all  times  is  to  make  every  risk  bear  a  premium  rate 
which  is  commensurate  with  that  risk. 

Mr.  Kindness.  Would  any  members  of  the  Board  care  to  express 
their  views  on  actuarial  soundness?  Mr.  Fosse,  you  are  from  the  in- 
surance field,  I  believe.  Is  there  very  much  agreement,  more  agree- 
ment than  I  understand,  about  what  is  actuarial  soundness  in  the 
case  of  the  various  types  of  insurance? 

Mr.  Fosse.  I  would  offer  this  comment,  that  the  actuarial  science 
is  a  science,  but  it  is  not  an  exact  science.  In  the  case  of  the  Feder- 
al Crop  Insurance  Corporation,  it  is  governed  by  the  act,  which  re- 
quires that  premium  rates  be  established  at  a  level  sufficient  to 
pay  indemnities,  plus  over  a  period  of  time  to  establish  a  reserve 
for  catastrophies. 

By  that  measure,  I  think  that  it  can  be  reduced  to  a  matter  of  do 
we  get  enough  premiums  to  pay  the  losses  that  are  incurred.  Even 
though  that  is  the  objective,  it  is  true  to  insurance  experience  that 
in  any  given  year  you  will  fall  short.  You  have  catastrophe  years. 
Certainly  the  Corporation  has  had  its  share  of  catastrophe  years. 

So,  the  real  measure  is  that  over  a  period  of  time  premium  rates 
are  established  at  a  level  sufficient  to  generate  premiums  equal  to 
indemnities  and  establish  a  reserve.  The  only  qualification  that  has 
to  be  met  is  over  how  much  time,  and  that  gets  to  be  a  matter  of 
judgment.  I  think  the  Corporation  can  demonstrate  a  genuine 
effort  to  establish  rate  levels  sufficient  to  generate  that  required 
premium. 

Mr.  Kindness.  If  I  understand  correctly,  the  measure  of  actuarial 
soundness  to  which  the  Board  of  FCIC  would  adhere  or  by  which  it 
measures  itself  is  not  the  same  as  it  would  be  in  the  private  sector 
insurance  business  because  you  have  a  statutory  standard  to  meet; 
that  is,  the  statute  requiring  something  different  than  what  you 
would  have  to  operate  on  in  the  private  sector,  where  you  would  be 
hoping  to  generate  sufficient  premiums  to  pay  for  not  only  the  in- 
demnities paid  and  the  sales  and  servicing  costs,  the  marketing 
and  so  on,  but  also  a  profit,  and  enough  to  pay  Uncle  Sam  some 
taxes.  So,  it  is  a  different  measure  in  this  case  than  you  would 
have  in  an  insurance  business  generally. 
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Mr.  Fosse.  That  is  true  to  the  extent  that  there  are  components 
that  go  into  the  rate  for  a  privately  marketed  insurance  policy  that 
are  not  required  under  the  act  in  the  rates  for  crop  insurance.  You 
have  enumerated  the  components  that  are  different:  the  expense 
and  profit  factors. 

Mr.  Kindness.  With  respect  to  reinsurance,  the  Board  has  been 
criticized  at  least  gently  by  the  General  Accounting  Office,  and  per- 
haps others,  for  its  move  toward  marketing  crop  insurance  through 
reinsured  private  companies. 

I  am  wondering  if  the  individual  Board  members  would  explain 
the  reasons  that  went  into  their  decisionmaking  to  move  in  this  di- 
rection, those  that  were  members  of  the  Board  at  that  time — per- 
haps that  has  been  discussed  again  since  the  original  decision — and 
how  you  respond  to  that  kind  of  criticism,  of  rapidly  moving  to 
market  through  reinsured  private  insurance  companies. 

Specifically,  there  is  the  criticism  that  the  reinsured  private  com- 
panies may  not  be  sharing  enough  in  the  risks.  I  would  just  be  in- 
terested in  the  views  of  any  of  the  members  of  the  Board  in  this 
respect. 

Mr.  Naylor.  Mr.  Kindness,  speaking  as  Chairman  of  the  Board, 
initially  the  requirement  and  the  intention  was  established  by  Con- 
gress itself,  that  it  was  their  desire  and  in  fact  they  put  the  ceiling 
on  the  whole  number  of  Government  personnel  that  might  be  in- 
volved in  the  Corporation,  to  use  the  private  sector  to  the  maxi- 
mum extent  feasible. 

We  think  that  was  a  prudent  decision  by  Congress  because  the 
private  sector  represents  the  body  of  professionally  trained  insur- 
ance people  in  what  is  a  very  complex  subject.  They  have  the  nec- 
essary administrative  support  and  technical  support  to  sale,  service 
and  adjust  claims,  to  do  it  quickly  and  effectively. 

The  question  raised  perhaps  by  the  General  Accounting  Office 
was  more  a  matter  of  whether  or  not  the  contracts  in  which  we  en- 
tered were  appropriate.  We  believe  they  were  in  the  sense  that 
they  reflected  about  the  same  cost  level  as  the  private  sector  itself, 
as  in  other  types  of  insurance  business — in  the  casualty  field,  for 
example — and  it  also  reflected  what  the  cost  to  Government  was  to 
deliver  a  comparable  program. 

We  can  and  will,  as  the  Board,  review  management's  actions.  As 
we  renegotiate  these  contracts  in  the  future  and  the  system  contin- 
ues to  go  forward,  we  will  continue  to  attempt  to  reduce — and  I 
think  we  probably  will  succeed — the  administrative  cost  of  the  pro- 
gram. The  startup  costs  which  have  been  experienced  are  essential- 
ly worked  through. 

Certainly  the  public  in  this  particular  situation,  and  the  farming 
community  itself,  think  there  is  clear  evidence  the  private  sector, 
particularly  in  the  adjustment  of  claims  and  service,  has  done  a 
better  job  than  the  Government  has  probably  done.  Their  ability  to 
handle  claims  promptly,  to  provide  service  because  they  have  the 
trained  force  there  to  do  so,  I  think  has  demonstrated  itself  very 
effectively. 

Certainly  the  statistics  we  have  indicate  the  time  in  which  a 
claim  can  be  handled,  the  time  in  which  service  can  be  provided, 
has  been  significantly  better  with  the  private  companies  than  the 
Corporation;  in  part  because  we  expanded  perhaps  very  rapidly 
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within  the  Federal  EstabHshment,  but  also  in  part  because  these 
companies  have  long  and  established  records  and  have  their  sys- 
tems well  in  place,  well-tuned  to  do  the  job  effectively. 

Because  of  those  factors,  the  administration  from  the  outset  sup- 
ported the  action  of  Congress  and  intends  to  continue  to  do  so,  to 
make  the  maximum  possible  use  of  the  private  sector  in  delivering 
and  servicing  the  all  risk  to  multiperil  crop  insurance. 

Mr.  Kindness.  Maybe  I  am  in  a  rut,  but  I  seem  to  be  hearing  you 
say  it  was  apparently  the  view  of  the  Congress  and  was  also  the 
view  of  the  administration  that  Parkinson's  law  operates  more 
slowly  in  the  private  sector  than  it  does  in  Government. 

Mr.  Naylor.  We  would  seem  to  have  some  evidence  that  would 
lead  us  to  that  conclusion. 

Mr.  Kindness.  Thank  you,  sir. 

Thank  you,  Mr.  Chairman. 

Mr.  English.  If  you  are  wondering  what  this  discussion  is  about 
up  here,  we  are  trying  to  work  some  way  in  which  we  can  keep  the 
questions  and  proceedings  moving  while  the  vote  is  underway. 

Congressman  Towns  is  going  to  try  to  relieve  me  here  after  he 
votes,  and  we  will  let  him  pick  up  the  questioning.  I  do  have  one 
question  that  I  could  get  to  before  I  leave  for  the  floor  to  vote. 

Mr.  Sprague,  you  stated  in  your  statement  on  page  3,  down  at 
the  bottom  of  the  page,  the  last  line,  and  it  refers  to  1982: 

In  addition,  insurance  was  available  on  almost  100  percent  of  the  acreage  previ- 
ously covered  by  the  ASCS  disaster  assistance  program.  This  year,  Federal  Crop  In- 
surance is  available  in  virtually  every  agricultural  county  in  the  U.S.,  including 
ASCS  program  disaster  crop  acreage  and  nearly  all  the  soybean  acreage. 

If  I  remember  the  law  correctly,  the  only  case  in  which  the  disas- 
ter provision  would  still  be  available  would  be  in  those  counties 
where  Federal  Crop  is  not  offered.  Is  that  correct,  Mr.  Sprague? 

Mr.  Sprague.  That  is  my  understanding. 

Mr.  English.  I  have  here  a  copy  of  a  memorandum  from  ASCS. 
This  is  from  the  State  executive  director  of  ASCS  in  Texas.  He  says 
in  this  memorandum — and  this  was  sent  to  Washington.  "Our  in- 
formation is  that  insurance  is  being  offered  in  all  counties  for  all 
program  crops  except  oats." 

He  goes  on  down  through  here  and  talks  about  Brown  County, 
Tex.  He  says,  "You  will  note  that  only  corn  and  grain  sorghum  are 
listed  under  'insured  crops'."  What  he  gets  to  is  to  show  they  have 
27  farms  in  Brown  County  that  have  a  cotton  base.  Evidently  you 
don't  offer  crop  insurance  in  Brown  County  on  cotton. 

The  bottom  paragraph  states: 

How  can  we  tell  the  producer  that  he  is  ineligible  for  ASCS  disaster  consideration 
because  "insurance  is  being  offered  in  all  other  counties  for  all  other  program  crops 
except  oats"  when  we  do  not  have  anything  to  indicate  this?  I  hope  that  you  can 
understand  the  predicament  that  this  places  the  county  ASCS  office.  Any  assistance 
you  can  give  us  on  the  matter  will  be  sincerely  appreciated. 

Then  we  go  over  to  the  response.  This  is  the  response  out  of 
Washington  to  Texas.  It  says: 

There  are,  however,  a  few  counties  where  the  acreage  of  a  particular  disaster  crop 
is  so  small  as  to  make  it  impractical  to  prepare  FCIC  actuarial  material  for  the  indi- 
vidual county.  If  a  producer  for  such  crop  in  a  county  requests  insurance,  FCIC 
could  make  every  effort  to  provide  coverage. 
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They  go  down  further  and  suggest  for  Brown  County,  Tex.,  that 
"FCIC  would  consider  offering  coverage  similar  to  the  cotton  cover- 
age in  Coleman  County." 

[The  memorandum  and  response  follow:] 
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Unilec  Stales 
Depbriment  of 
Agnculture 


Agricultural 
Stabilizalion  and 
Conservation  Service 


\-  Texas  "State   ASCS    Office 
'     USUA    Building 

College   Station,    TX      77840 


To        DASCO 

THRU:      SW   Area   Office 


From'      State  Executive   Director 


Date: 


April    14    1983 


In  Reply  Refer  to: 


8-DFL 


Subject:      FCIC   Insurance   Coverage  -   Your  Memorandum   of   April    7 


1983 


Yo_u  state  that  "our  information_J_s_  that  insurance  is  being  offered  jji_al  1 
counties  for  all^^^rograiB  crops  except  oats . " 

We  have  in  our  file  a  list  of  crops  for  which  insurance  is  available  for 
every  county  In  the  State.   Some  crops  are  not  listed  in  a  number  of 
counties.   These  same  crops  are  not  included  on  the  list  of  sales  closing 
dates,  final  planting  dates,  etc. 

As  an  example,  please  find  enclosed  a  copy  of  the  list  of  "insured  crops, 
practices,  types,  and/or  classes"  for  Brown  County,  Texas.   You  will  note 
that  only  corn  and  grain  sorghum  are  listed  under  "insured  crops."   Also 
enclosed  please  find  a  page  from  the  list  of  sales  closing,  final  planting, 
and  acreage  reporting  dates.   Dates  are  listed  for  corn,  grain  sorghum, 
peanuts,  and  none  for  cotton.   In  addition,  we  have  been  furnished  SRS  yield 
worksheets  for  developing  individual  yield  coverages.   These  worksheets  were 
furnished  for  Brown  County  for  corn  and  grain  sorghum  only.   Since  we  had  a 
request  from  Brown  County  for  the  SRS  data  to  furnish  lYC  certification  on 
cotton,  we  contacted  the  FCIC  Field  Operations  Office  which  is  upstairs  in 
this  office.   Mpdiarussed  the  matter  with  Harry  Clark  and  he  confirmed ^that 
cotton  insurance  is  not  being  offered  in  Brown  County. 

Our  records  show  that  27  farms  in  Brown  County  have  cotton  bases.   Eight  of 
tTie~Tarms  are  enrolled  in  the  acreage  reduction  program  at  someTevel.   We, 
the  county  office,  and  apparently  FCIC,  were  under  the  impression  that  cotton 
insurance  is  not  being  offered. 

It  seems  that  if  the  cotton  insurance  is  being  offered,  then  someone  needs  to 

be  aware  of  it.   What  are  the  offers?  What  are  the  rates?  What  are  the 

final  planting,  sales  closing,  and  acreage  reporting  dates?   How  can  lYC  be 
computed  without  SRS  averages  on  file? 

How  can  we  tell  a  producer  that  he  is  ineligible  for  ASCS  disaster 
consideration  because  "incni-anre  Is  being  offered  in  all  counties  for  all 
program  crops  Pxrept__oats .  "  whpn  up  Hn  not  have  anything  to  indicate  thisY~  I 
hope  you  can  unHerstand  the  predicament  that  this  places  on  the  county  ASCS 
office.   Any  assistance__vou  cart  c1vr-  im  nn  thir  mnrtpr  1^-44-  bp — cincerely 
appreciated. 
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-ieli  0-'6r£"icr.E  Office 

L'Sr.i  Bu'ild-r.f 

College  Station,  Ti  77S40 


January  31,  19S3 


TO:    Brown  County  ASCS  Office 
510  E.  Lee 
Brownwood,  1x     75801 


?R0I1:     ?.  W.  Crouch,  Jr. 
Director 


SUBJECT:     Insured  Crops,  Practices,  Types  end/or  Classes 

Insured  Practice  Type/    Type 

Crop       Practice  Atbreviation  Bank  Class   Code   Hank 

Grain 

Sorghum    No  practice  specified 

Corn       Ho  practice  specified 

Practice  and/or  type/class  with  highest  guarantee  is  indicated  by  a  1  placed  in 
the  Rank  column.   The  practice  and/or  type/class  with  the  ne^t  highest  guarantee 
is  indicated  by  a  2,  etc. 


?.  V.  Crouchp/jr. 
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TX  NOTICE  CI- 


Lxhibit  2 


County 


Cn 


Pt 


BRAZORIA  3/15   5/15 

Sales  Closing  5/15  5/5  5/5                    ^^^^   ^^^ 

Final  Planting  4/50  5/15  4/15                    ^     7/^5 

Acreage  Reporting  5/15  5/51  4/50 

BRAZOS          ,  ,,^  ,,,^  ,,,.                          5/15 

Sales  Closing  5/15  5/15  5/15                        ^/5 

Final  Planting  4/50  5/51  4/50                          ^^^^ 

Acreage  Reporting  5/15  6/15  5/15 

BRISCOE  ,  .^^  ,,,^                            4/15 

Sales  Closing  4/15  4/15  4/15                          ^/5 

Final  Planting  5  15  /  6/50                          ^^^5 

Acreage  Reporting  5/51  6/15  T/l'J 

BROOKS  *  *       , 

sales  Closing  5/15  5/5  5/5 

Final  Planting     '^  ^^  ^5  4/15 

Acreage  Reporting  ^li-W^  4/50  4/50 

Sales  Closing  4/15  4/15    ^^_   4  15_^^^^ 

Final  Planting  4/50  o/^u          FS-7/15 

./IS  6/50    SS-6/50  SR-6/50 

Acreage  Reporting  5/ -15          ' -^     FS-7/50 


BURLESON  _ 

Sales  Closing  5/15  5/15  5/15 

Final  Planting  4/50  5/51  4/50 

Acreage  Reporting  5/15  6/15  5/i5 


BURNET 

Sales  Closing 
Final  Planting 
Acreage  Reporting 


5/15  3/15 
4/15  5/51 
4/30         6/15 


CALDWELL  *             , 

Sales  Closing  5/15  5/15  5/15 

Final  Planting  4/50  5/51  4/50 

Acreage  Reporting  5/15  6/15  5/A5 

«      « 

CALHOUN  •  *       '                         5/15    3/15 

Sales  Closing  5/15  3/15  5/J5                    ^^.^   ^^^ 

Final  Planting  4/15  5/15  4/15                            y^^ 

Acreage  Reporting  4/50  5/51  4/50 

CALLAHAN  ,  , 

«/ic,  4/lS  4/15 

Sales  Closing  4/15  ^/  5            ^^_^^^^ 

Final  Planting  6/20  6/^U     ^^_^^^^ 

.„„  6/30  6/50    SS-6/50  FS-7/50 

Acreage  Reporting  ,  t>/5U  °/ -^     SR-6/30 
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■["r'A  United  Stales 
.yCy/'  Department  of 
■^^^-"^     •  Agriculture 


Agricultural 
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Washington,  DC. 
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TO:  SED,  Texas  ASCS  Office  Cbrencc  L.  Tardy 

FROM:  Deputy  Administrator,   State  and  County  Operations 

SUBJECT:     FCIC   Insurance  Coverage  -  Your  Memorandum  of  April    7,   1983 


The  following  comments  have  been  developed  as  a   result  of  discussions  with 
FCIC  concerning   the  subject  matter: 

It  is  the  general   policy  of  the  Corporation  to  offer  crop  insurance 
in  all   counties  on  all   crops   formerly  under  the  ASCS  low-yield 
disaster  program.     Thej:j»  p,rp,    hnwpvej^;_a_Jew_courlti_es_J^<here  the 
acreage  of  a  particular  disaster  crop  is  so^JmaTT  as   to'make  -it 
i mp ractical    to  p r'epa re~TUTC  actuarial   matenalTor^an   indivtrliraT 
countyT  If  a  producer[W~sucn  a  crop^in  a__county  requests 
insuraTice,   FCIC  would  make  every  effort  to^provide  coverage. 

In  such  cases,   if  the  producer  is  offered  FCIC  coverage  and  refuses 
to  make  timely  application,   he  would  not  be  eligible  for  a   low-yield 
disaster  payment.      If,   on  the  other  hand,   FCIC  refuses   to  offer 
coverage  because  of  the  risk,   the  producer  would  be  eligible  for  a 
disaster  payment,   providing  other  requirements  for  eligibility  are 
met.     FCIC  procedure  provides   that  the  ASCS  county  office  be  notified 
of  any  such  rejections  by  FCIC. 

I.n  Brown  CountJU-Je^^^-wMJe  cotton  is  not  listed  as  an  insurable 
rrnp.    if  a   prndurer  makes  a   timely  request  for  insurance   (April    30) 
F_CIC/wjld  consi_der'^offerinq  a  coverage  similar  to  the  cotton 
coverage  in  LoTeman  County'      In  1982,  we  understand  there  were'  only 
two~producers  who  planted  cotton   in  Brown  County. 

We,  also,   understand  that  there  are  a  few  other  counties  where  cotton 
insurance  was   not  listed  as  being  available  in  Texas  because  of  the 
small   acreage.     However,   the  same  rules  as  cited  for  Brown  County 
would  apply,   except  there  may  be  different  dates. 


BECKivrn  i.\  T!;r. 
eril  iiiv  :."■    ■  :•■  \.  Asrs 

APR  2  &>1983 
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Mr.  English.  If  you  read  very  closely  your  statement,  you  do  in- 
clude the  word  "almost"  100  percent  and  "virtually  every,"  which  I 
would  agree  gives  you  a  little  room  to  maneuver  and  wiggle  on 
that,  but  I  think  it  is  still  a  little  bit  misleading.  We  do  have  coun- 
ties out  there  where  coverage  is  not  being  offered,  but  at  the  same 
time  the  provisions  of  the  law  are  not  being  carried  out  to  the 
standpoint  that  they  have  disaster  protection  either.  Would  that 
not  appear  to  be  the  case? 

Mr.  Sprague.  Mr.  English,  I  would  like  to  respond  in  detail  to 
that  question  for  the  record  with  some  additional  information,  but 
let  me  make  two  points  first. 

It  costs  a  rather  significant  amount  of  money  to  establish  a 
county  crop  program.  That  means  we  have  to  perform  some  actuar- 
ial operations  to  determine  appropriate  rates  and  coverages  for 
that  area  and  place  them  on  file  in  the  county  office.  There  is  quite 
a  little  bit  of  paperwork  involved  and  a  major  expenditure  under 
circumstances  where  we  feel  that  there  are  very  small  numbers  of 
producers,  very  small  potential  business. 

We  have  used  procedures  as  described  in  the  letter  that  we  sent 
to  you.  We  make  insurance  available  upon  request,  is  what  it 
amounts  to.  I  think  that  is  the  case  in  Brown  County,  but  I  wish  to 
extend  my  remarks  for  the  record  after  I  review  what  the  actual 
situation  is  in  that  county. 

Mr.  English.  We  would  be  happy  to  have  any  information  you 
could  provide  about  it,  but  I  would  underscore  that,  of  course,  the 
Congress  recognizes  that  you  are  going  to  have  that  kind  of  situa- 
tion develop.  That  is  the  reason  that  they  do  make  the  provision 
for  disaster  programs  to  continue  to  be  offered  in  those  areas 
where  you  find  that  it  is  not  practical.  It  appears  in  this  case  that 
not  even  that  is  being  done. 

[The  information  follows:] 

We  presently  insure  barley,  corn,  grain  sorghum,  oats,  peanuts  and  wheat  in 
Brown  County,  Texas.  The  cotton  acreage  in  Brown  County  is  so  small  the  Statisti- 
cal Reporting  Service  does  not  make  cotton  estimates  for  the  county.  The  1978 
Census  of  Agriculture  reports  2  cotton  farms  in  the  county.  Since  there  is  very  little 
cotton  acreage  grown  in  Brown  County,  a  cotton  actuarial  structure  was  not  estab- 
lished for  the  county.  However,  if  a  cotton  producer  in  Brown  County  desires  cotton 
insurance  we  would  provide  an  insurance  offer  or  not  accept  the  risk  for  the  1984 
crop  year.  If  we  had  known  of  the  producers  interest  in  cotton  insurance  protection 
before  the  sales  closing  date  of  April  30,  1983  we  would  have  made  an  offer  or  not 
accepted  the  risk  for  the  1983  crop  year.  If  we  do  not  accept  the  risk,  the  producer  is 
eligible  for  disaster  payments. 

For  counties  with  crop  insurance  sales  agents,  such  as  Brown  County,  we  send  di- 
rectly to  the  ASCS  county  office  a  list  of  sales  agents  servicing  the  county.  Any  pro- 
ducers inquiring  about  crop  insurance  protection  at  the  ASCS  county  office  should 
be  referred  to  this  list  of  agents.  The  ASCS  county  offices  were  also  advised  that  if 
actuarial  material  is  not  available  on  program  crops  the  producer  should  contact  an 
FCIC  representative  to  determine  the  insurance  coverage  on  the  crop. 

Mr.  English.  As  Mr.  Kindness  just  indicated,  we  are  going  to 
have  to  recess  for  a  few  minutes.  When  Mr.  Towns  comes  back,  he 
will  resume  the  questioning.  We  will  recess  until  Mr.  Towns  re- 
turns. 

[Recess  taken.] 

Mr.  Towns  [presiding].  We  are  going  to  continue  now.  As  you 
know,  they  have  a  procedure  where  we  have  to  go  vote.  That  is 
what  just  took  place. 
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I  wasn't  here  in  the  beginning  to  get  some  of  the  information  in 
terms  of  the  outreach.  Could  you  describe  your  outreach  program? 
Could  you  sort  of  go  into  that,  in  terms  of  how  people  get  into  the 
program? 

Mr.  Sprague.  Crop  insurance  is  an  optional  purchase  on  the  part 
of  a  producer.  We  make  an  offer  to  producers  in  a  county  under 
what  we  call  a  county  crop  program.  It  is  their  decision  whether  or 
not  they  participate. 

We  do  utilize  information  efforts  in  an  effort  to  explain  the  pro- 
gram to  producers,  but  the  bottom  line  is  that  it  is  an  individual 
decision  on  the  part  of  a  producer  whether  or  not  to  insure  his 
crops. 

Mr.  Towns.  Does  the  producer  have  to  have  a  certain  amount  of 
acres  before  he  would  be  eligible? 

Mr.  Sprague.  No;  we  write  crop  insurance  contracts  on  very 
small  acreages  in  areas  where  the  programs  are  offered. 

Mr.  Towns.  Could  you  give  me  a  breakdown  in  terms  of  how 
many  blacks  you  have  in  it,  how  many  Hispanics,  how  many  Indi- 
ans? Would  you  be  able  to  give  me  that  information? 

Mr.  Sprague.  To  the  best  of  my  knowledge  we  do  not  keep  those 
records.  I  will  respond  in  a  more  complete  fashion  for  the  record 
after  research. 

Mr.  Towns.  Let  me  say,  since  you  don't  have  the  statistics  with 
you,  how  involved  have  black  farmers  been?  Have  they  really  been 
involved  in  it?  Would  you  say  you  have  a  few,  would  you  have  a 
lot,  or  you  don't  have  that  many?  Could  you  give  some  general  in- 
formation about  it,  recognizing  that  you  do  not  have  the  exact  sta- 
tistics? 

Mr.  Sprague.  Really,  I  have  no  information  at  this  point.  Crop 
insurance  is  available  to  all,  regardless  of  creed  or  color. 

Mr.  Towns.  I  understand  that,  but  could  you  pick  a  specific 
county  that  you  could  give  some  statistics  on?  Would  you  have  any 
feel  for  it? 

Mr.  Sprague.  I  doubt  if  we  even  have  those  records.  Crop  insur- 
ance is  available  to  all. 

Mr.  Towns.  I  understand  that,  but  the  outreach  and  the  way  it  is 
done  and  the  way  it  is  approached  would  determine  who  is  in- 
volved in  it.  I  understand  what  you  are  saying,  but  my  question  is 
in  another  area.  I  would  like  to  know  in  terms  of  the  numbers  of 
minorities  participating  in  the  program. 

Mr.  Sprague.  I  have  no  information  at  this  point. 

Mr.  Towns.  Could  you  get  that  information  and  make  it  availa- 
ble to  the  committee? 

Mr.  Sprague.  I  will  research  our  records  and  make  available 
whatever  information  we  can  find.  I  will  supply  that  information 
for  the  record. 

Mr.  Towns.  While  we  are  talking  about  that,  could  you  get  it  by 
State? 

Mr.  Naylor.  Mr.  Towns,  we  do  have  some  of  that  data  within  the 
Department  of  Agriculture,  but  it  is  not  broken  out  perhaps  in  the 
exact  fashion  you  may  want  it.  We  will  make  every  effort  to  devel- 
op that  information  as  part  of  an  additional  effort  on  the  whole 
question  of  black  farming  that  we  are  working  on  now  for  Secre- 
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tary  Block,  and  we  are  doing  some  review  on  a  departmental  basis 
at  this  very  moment. 

I  will  make  every  effort  to  add  that  part  of  that  effort  that  is 
being  done  in  the  next  30  days  and  supply  it  to  you  personally  and 
for  the  record,  information  in  the  area  you  are  concerned  about. 

We  have  mounted  a  significant  educational  effort  this  year  in 
terms  of  providing  every  farmer  specific  information  about  the  pro- 
gram. As  I  am  sure  you  are  aware,  Mr.  Towns,  predominantly 
black  farmers  are  in  the  Southeast,  they  are  predominantly  what 
we  would  call  small  producers,  either  tobacco  or  other  related 
crops. 

We  are  making  every  effort  to  outreach  to  them.  I  would  be 
pleased  to  provide  you  as  much  data  as  we  have  available  in  var- 
ious sources  within  the  Department.  I  think  that  is  significant,  and 
I  would  be  pleased  to  provide  it  to  you. 

Mr.  Towns.  Thank  you  very  much.  That  is  a  concern  of  mine.  As 
you  know,  black  farmers  are  going  out  of  business  left  and  right.  In 
some  areas  of  the  country  they  just  don't  exist  anymore.  The 
families  who  have  been  farming,  many  of  them  for  50,  60,  70,  80  to 
100  years,  all  of  a  sudden  they  are  out  of  business.  I  do  have  a 
special  concern  in  that  area. 

What  you  mentioned  in  terms  of  the  outreach,  I  think  that  is  ex- 
tremely important.  You  say  that  it  is  available.  That  is  fine,  but  the 
point  is  if  they  are  not  aware  of  the  fact  that  it  is  available,  that 
doesn't  help  them  a  whole  lot.  It  is  like  saying  there  is  a  cure  for 
cancer,  but  nobody  knows  that  the  cure  is  over  there,  which  means 
that  people  will  not  avail  themselves  of  it. 

It  is  my  hope  that  in  your  outreach  you  will  also  provide  educa- 
tional information,  to  make  certain  that  they  are  availing  them- 
selves of  it. 

I  guess  you  would  have  no  information  on  Hispanic  or  Indian 
farmers  as  well? 

Mr.  Naylor.  No,  not  in  the  sense  that  you  are  asking.  We  are 
specifically  doing  work— and  I  am  the  chairman  of  that  group  for 
Secretary  Block— on  the  black  farming  issue.  We  are  looking  at  the 
very  sorts  of  things  you  are  talking  about  in  outreach. 

I  do  think,  again,  a  significant  action  on  the  part  of  Federal  Crop 
Insurance  this  year  and  what  is  grouped  under  the  so-called  adver- 
tising program  was  a  major  effort  to  provide  every  farmer  in  the 
United  States  direct,  detailed  information  on  the  changes  that  the 
program  had  provided  in  a  form  of  outreach  that  I  do  not  recall 
any  comparable  effort  on  in  government  in  some  time.  I  think  that 
has  been  a  major  aid  to  every  producer,  including  the  black  and 
other  minority  farm  producers  across  the  country. 

In  addition  to  that,  we  have  a  responsibility  for  other  outreach 
efforts  which  are  being  undertaken  by  the  Department.  I  would  be 
pleased  to  share  those  with  you,  or  meet  with  you  and  review  them 
with  you  at  your  convenience. 

Mr.  Towns.  Thank  you. 

[The  information  follows:] 
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What  is  the  minority  participation  rate  by  state? 


STATE 


Number  of 
Insureds 


Black 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New   Jersey 

New  Mexico 

New   York 

North  Carolina 

North   Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West   Virgnia 

Wisconsin 

Wyoming 

TOTALS 


5,043 

282 

10 

- 

138 

- 

5.339 

313 

3,769 

27 

2,453 

1 

63 

- 

234 

7 

1,729 

109 

9,129 

814 

1,786 

1 

5,959 

7 

6,638 

16 

22,862 

11 

15,672 

16 

17,411 

295 

3,353 

196 

73 

- 

260 

- 

103 

- 

1,186 

5 

17,051 

1 

4,569 

529 

10,997 

40 

6,066 

2 

13,876 

2 

3 

- 

26 

- 

120 

1 

630 

- 

431 

- 

25,129 

2,360 

20,679 

- 

5,099 

17 

2,927 

17 

954 

- 

972 

1 

6 

- 

4,255 

945 

7,264 

1 

9,262 

189 

8,537 

22 

181 

- 

173 

- 

9,968 

1,582 

2,494 

- 

90 

1 

3,603 

1 

561 

- 

Indian 


7 

4 

21 

8 


Spanish  Oriental 


14 


3 
1 

65 
2 


439 

50 

1 

11 


12 
39 


11 

2 

142 

15 


2 

14 


1 

1 

6 
33 
11 


1 
68 

21 

14 


259.133 


7,811 


697 


2 
142 


522 


13 

279 

32 


5 

7 
15 

7 
18 
24 
45 
21 

3 

2 
24 

22 

19 

101 

13 

37 


3 

11 
2 

58 

14 
6 
6 
1 

20 

5 
14 

7 
23 

2 

33 
7 

4 
15 

920 
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Mr.  Towns.  Let  me  ask  this.  Could  you  give  us  a  general  idea  in 
terms  of  the  size  of  the  farms  that  are  generally  in  your  program? 

Mr.  Sprague.  We  have  statistics  which  indicate  that  the  average 
crop  contract  consists  of  acreage  substantially  less  than  100.  The 
last  figure  I  saw  was  about  80  acres  as  an  average  for  all  the  con- 
tracts insured  by  the  Corporation. 

Mr.  Towns.  About  80? 

Mr.  Sprague.  Yes. 

Mr.  Towns.  One  last  question  on  the  outreach  program.  How 
would  that  be  tailored?  I  am  very  interested  in  that.  Could  you  just 
give  us  a  description  in  terms  of  the  kinds  of  things  you  are  going 
to  do  to  make  certain  that  people  are  aware  that  a  program  exists? 

Mr.  Sprague.  As  part  of  our  advertising  effort  for  1983  we  have 
sent  a  direct  mailer  to  every  farmer  in  the  United  States.  In  that 
effort  we  use  the  ASCS  mailing  list.  If  a  farmer's  name  appeared 
upon  that  list,  he  should  have  received  a  4-page  direct  mailer  from 
the  Federal  Crop  Insurance  Corporation  explaining  its  program 
and  describing  the  kinds  of  crop  contracts  that  are  available. 

Mr.  Towns.  Fine.  The  outreach,  will  it  be  geared  toward  county 
or  States?  Will  you  be  doing  the  same  thing  for  all  the  areas  or  will 
you  gear  it  based  on  statistics  which  indicate  that  a  certain  area 
may  not  be  availing  itself  of  the  program?  Will  you  then  begin  to 
structure  an  outreach  program  for  that  specific  area? 

Mr.  Sprague.  Generally  speaking,  we  have  had  our  highest  par- 
ticipation levels  in  those  areas  of  the  United  States  where  small 
farmers,  and  particularly  minority  farmers,  have  made  up  a  sizable 
percentage  of  the  producers. 

I  am  talking  about  areas  like  North  Carolina  and  Georgia  and 
South  Carolina.  These  States  have  had  significantly  higher  partici- 
pation levels  than  areas  like  Illinois  and  Indiana  and  Ohio,  where 
there  are  few  minority  members  and  few  small  farmers. 

Mr.  Towns.  Thank  you  very  much.  I  have  no  further  questions, 
Mr.  Chairman. 

Mr.  English  [presiding].  Thank  you  very  much,  Mr.  Towns. 

Mr.  Sprague,  if  you  would,  going  back  to  that  question  before  we 
had  the  break  pertaining  to  the  number  of  counties  that  are  cov- 
ered, would  you  also  include  not  only  the  information  about  Brown 
County  but  also  the  names  of  any  other  counties  that  were  in  the 
disaster  area  of  coverage  in  which  there  is  a  crop  that  is  not  cov- 
ered by  the  program  that  is  covered  elsewhere,  other  States,  by  the 
program? 

Mr.  Sprague.  We  will  respond  for  the  record  with  that  informa- 
tion. 

Mr.  English.  I  appreciate  that  very  much. 

As  I  indicated  earlier,  I  want  to  move  into  specific  areas  of  ques- 
tions for  the  Board  members.  The  first  questions  deal  with  the  ac- 
tuarial area. 

The  General  Accounting  Office  has  reported  its  deep  concern 
over  the  actuarial  soundness  of  the  crop  insurance.  Possibly  the 
best  indicator  of  the  accuracy  of  that  concern  shows  up  in  the 
bottom  line  of  your  statement  on  the  status  of  capital. 

The  latest  report  shows  you  are  losing  money  at  a  pretty  fast 
rate,  as  I  indicated  in  my  statement,  about  $102  million  in  fiscal 
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year  1982,  the  current  projections  of  $199  million  in  fiscal  year 
1983,  and  $119  million  in  fiscal  year  1984. 

My  first  question  in  this  area  is  this:  Are  you,  the  members  of 
the  Board,  satisfied  with  the  Corporation's  actuarial  operation?  Mr. 
Fosse,  since  you  are  the  actuarial  expert  on  the  Board,  I  would  ap- 
preciate hearing  from  you  first. 

Mr.  Fosse.  I  don't  know  how  much  of  an  expert  I  am.  I  suppose  I 
am  far  enough  away  from  home  to  qualify,  but  let  me  say  this.  I 
think  I  share  with  the  other  Board  members,  who  may  very  well 
speak  for  themselves,  that  we  are  concerned  about  the  actuarial 
soundness  of  the  program  as  one  of  our  constant  concerns. 

However,  I  feel  that  the  Corporation  is  making  the  appropriate 
steps  to  correct  whatever  deficiencies  do  appear  in  terms  of  actuar- 
ial soundness.  Of  course,  one  of  the  major  actions  is  the  adjustment 
of  premium  levels  to  more  nearly  reflect  the  risk  as  indicated  by 
the  statistics. 

In  fact,  it  would  suggest  that  if  current  rate  levels  were  applied 
to  historical  exposures,  the  experience  to  date  would  be  improved 
substantially.  In  other  words,  rate  level  adjustments  are  being 
made  on  a  periodic  basis,  so  I  am  satisfied  with  the  effort  that  is 
being  applied  to  correct  the  indicated  deficiencies. 

Mr.  English.  Would  you  characterize  your  concern  as  serious 
concern,  deep  concern,  or  mild  concern? 

Mr.  Fosse.  I  don't  know  how  I  could  do  that,  sir.  I  would  say  I 
am  concerned,  but  not  troubled,  because  I  think  the  appropriate 
action  is  being  taken. 

Mr.  English.  Mr.  McFarlane? 

Mr.  McFarlane.  Mr.  Chairman,  the  concern  about  actuarial 
soundness,  as  a  farmer  becoming  a  member  of  the  board  of  a  crop 
insurance  corporation,  one  feels  that  he  is  dealing  in  an  area  that 
he  has  very  little  knowledge.  One  is  concerned  about  it,  and  you 
are  trusting  in  an  area  that  you  know  nothing  about,  so  there  is  an 
uncertainty  going  in. 

Mr.  English.  Surely  this  has  been  discussed  since  you  have  been 
on  the  Board.  All  the  Board  meetings— this  has  to  be  one  of  the 
focal  points  that  you  as  a  Board  member  must  fix  your  attention 
on. 

Mr.  McFarlane.  Certainly  it  has.  I  was  going  to  further  state 
that  as  experiences  unfolded  over  this  year  and  a  half,  that  we 
have  indeed  seen  losses  to  the  Corporation  and  certainly  moves 
have  been  made  to  rectify  the  situation. 

Mr.  English.  Do  you  share  Mr.  Fosse's  concern? 

Mr.  McFarlane.  Certainly  we  are  concerned  about  it.  We  have  a 
responsibility  to  bear  and  we  are  concerned,  but  I  certainly  feel, 
Congressman,  that  the  appropriate  moves  have  been  made,  that  ad- 
justments have  been  made  in  this  and  in  other  areas  that  will,  I 
am  convinced,  bring  the  Corporation  around  to  a  sound  fiscal  posi- 
tion, given  time  for  these  moves  to  be  felt. 

Mr.  English.  Mr.  Houston? 

Mr.  Houston.  Mr.  Chairman,  I  do  share  the  same  concern  of  Mr. 
Fosse  and  Mr.  McFarlane.  However,  I  do  believe  and  am  firmly 
convinced  that  we  are  moving  in  the  right  direction.  I  think  we 
will  come  back  here  a  few  years  hence  and  we  will  have  these  prob- 
lems under  control. 
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Mr.  English.  Mr.  Askew? 

Mr.  Askew.  Mr.  Chairman,  as  a  public  member  and  a  farmer,  ba- 
sically, and  not  an  insurance  man,  I  have  certainly  learned  a  lot 
about  the  insurance  business,  especially  in  the  farm  sector,  in  the 
last  short  2  years. 

I  am  concerned  with  the  problems  we  have  had,  as  we  look  back 
3  or  4  years  ago,  when  the  private  sector  or  this  Board,  as  consti- 
tuted as  such,  was  not  in  operation  until  the  enactment  of  the  1980 
act. 

There  are  some  problems  in  the  agricultural  insurance  fields,  it 
looks  like,  that  are  not  predictable  because  of  weather  situations 
and  isolated  areas.  I  think  the  steps  we  have  been  taking,  are  for- 
ward looking. 

The  staff,  management,  and  also  the  Board  of  Directors  are  going 
to  correct  a  lot  of  the  things  that  look  like  problems  on  the  face  of 
things  that  maybe  aren't  quite  as  accurate  in  covering  the  situa- 
tions that  have  happened. 

There  was  a  tremendous  drought  in  the  1980  crops.  The  loss 
ratios  were  high  at  that  time.  I  think  it  was  1980  where  we  did 
have  a  major  disaster  over  the  Corn  Belt.  Ohio  had  high  losses,  Illi- 
nois had  high  losses,  but  I  think  the  steps  we  are  taking  as  we 
cover  larger  areas,  are  going  to  correct  the  losses  of  previous  years. 
On  an  actuary  basis,  I  have  no  knowledge  of  actuary  work. 

Mr.  English.  Mr.  Askew,  as  a  Board  member  you  are  responsible 
for  the  program.  I  certainly  am  no  actuarial  expert,  either.  Again, 
I  certainly  don't  want  to  take  liberties  with  what  the  Agriculture 
Committee  intended.  I  was  a  member  of  that  committee  and  the 
subcommittee  when  it  was  brought  up. 

But  part  of  the  idea  is  the  citizen  representation,  that  you  are 
the  ones  that  are  going  to  have  to  be  making  the  decisions,  who 
have  the  responsibility  for  it.  I  think  that  that  is  the  point.  It  may 
be  well  that  certainly  we  all  need  staff  and  we  need  people  coming 
up  with  ideas  and  suggestions,  but  you  are  the  ones  who  have  to 
make  the  decisions  because  you  are  the  ones  who  have  to  ultimate- 
ly bear  the  responsibility. 

Mr.  Naylor,  when  do  you  expect  the  FCIC  to  be  actuarially 
sound,  and  what  do  you  plan  to  do  about  the  Corporation's  actuar- 
ial problems  these  days? 

Mr.  Naylor.  Mr.  English,  in  response  to  your  first  question,  if 
you  can  tell  me  what  the  weather  will  be  for  the  next  10  years  I 
will  answer  your  question. 

The  truth  is  that  in  any  insurance  operation,  whether  it  is  crop 
insurance  or  car  insurance  or  anything  else,  it  is  a  factor  of  the 
losses  and  the  conditions  that  cause  those  losses,  just  as  is  the  case 
for  flood  insurance  or  other  insurance  in  the  South  and  Southeast 
this  year  with  this  unusual  weather  pattern  we  have  had. 

Our  objective  has  been  and  continues  to  be  to  have  an  essentially 
balanced  situation  in  that  premiums  will  cover  losses  over  an  ex- 
tended period  of  time  with  a  provision  for  catastrophic  loss  reserves 
to  be  incorporated  into  that  effort. 

I  think  Mr.  Fosse  very  correctly  pointed  out,  Mr.  English — and  I 
have  had  some  training  in  this  field,  also,  and  have  worked  with 
the  Corporation  before — that  there  were  a  number  of  practices 
when  the  program  was  still  in  the  pilot  stage,  and  rating  problems 
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in  the  actuarial  structure,  that  probably  created  conditions  that  led 
to  actuarial  problems,  led  to  losses  that  are  misleading. 

It  is  that  data  base  on  which  we  must  build  now.  It  needs  to  be 
improved  upon,  and  I  think  Mr.  Sprague  and  his  staff  have  put 
into  place  the  technical  competence  to  make  the  necessary  changes 
and  have  already  made  a  number  of  changes  in  two  areas,  both  in 
the  rating  structure  itself  and  in  a  change  to  a  different  type  of 
contract  which  is  more  effective  and  more  valuable  to  the  farming 
community,  what  we  call  our  individual  yield  prograrns,  which  pro- 
vide coverage  commensurate  to  an  individual  farmer's  ability  and 
experience  and  are  better  tailored  to  meet  both  his  economic  needs 
but  are  also  more  realistic  in  terms  of  the  actuarial  base  from 
which  we  intend  to  work  and  build. 

Certainly  there  have  been  problems  historically.  I  think  Mr. 
Fosse's  point,  however,  is  well  taken,  that  if  you  were  to  take 
today's  rating  structure  and  apply  it  against  comparable  contracts 
over  the  history  of  the  Corporation,  the  loss  experience  would  be 
significantly  different. 

I  haven't  projected  it  back — and  Ray  may  want  to  comment  on  it 
himself^but  it  might  well  reverse  substantially  the  position  we 
find  ourselves  in  today  on  the  overall  history  of  the  Corporation. 

Mr.  English.  As  I  said  earlier,  Mr.  Naylor,  I  don't  want  to  go 
looking  back  because  if  we  start  looking  back,  I  am  going  to  look 
all  the  way  back  to  1980  and  I  am  going  to  be  second-guessing  the 
Agriculture  Committee  and  everybody  else,  probably. 

What  we  have  to  do  is  to  take  what  we  have  today.  I  notice  most 
of  the  Board  members  were  not  even  a  part  of  the  actions  that 
have  taken  place  in  the  last  couple  of  years.  The  thing  we  are 
trying  to  determine  today  is  that  we  have  a  problem. 

I  don't  care  who  got  us  there,  whether  it  was  the  law,  whether  it 
was  the  management  of  the  last  couple  of  years,  or  all  the  turmoil 
that  Federal  Crop  has  been  under.  The  question  is,  we  have  to  take 
what  we  have  today  and  project  it  on  out  and  where  do  we  end  up? 

What  I  am  trying  to  determine,  given  the  changes  that  Mr.  Spra- 
gue has  made,  given  the  situation  that  we  found  ourself  with,  is 
when  can  we  expect  that  we  are  going  to  reach  this  point  where  we 
are  actuarially  sound?  That  is  the  point  I  am  trying  to  get  at. 

Mr.  Fosse,  do  you  have  any  ideas?  Can  you  tie  this  thing  down  a 
little  tighter?  You  have  the  expertise  in  the  actuarial  area.  Can 
you  give  us  an  idea  when  that  day  might  come?  Granted,  we  will 
give  you  a  year  or  two  slippage  there. 

Mr.  Fosse.  No,  sir,  I  don't  believe  I  could  tie  that  down  to  your 
satisfaction.  About  all  we  can  hope  to  do  is  to  adjust  in  terms  of  the 
knowledge  that  we  gain.  These  adjustments  are  being  made.  We 
may  very  well  find  out  that  further  adjustment  is  needed  in  terms 
of  growing  experience. 

I  think  we  have  to  bear  in  mind  that  we  have  a  twofold  problem. 
We  have  not  only  the  experience  of  the  crops  and  the  areas  that 
have  been  insured  over  a  good  long  period  of  time,  but  we  also 
have  a  considerable  new  geographical  and  crop  area  that  is  new  to 
the  program.  We  simply  will  have  to  learn  the  requirements  and 
make  adjustments  frequently  and  regularly  in  order  to  assure  that 
we  have  arrived  at  the  premium  levels  necessary  to  pay  indemni- 
ties. 
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I  think  it  would  be  imprudent  to  try  to  tie  down  exactly  when  we 
will  know  that  we  have  reached  actuarial  soundness.  I  think  it  is 
more  important,  in  my  judgment,  that  we  are  taking  the  appropri- 
ate action  in  terms  of  the  knowledge  that  we  have  at  this  time,  and 
I  believe  the  Corporation  is  doing  that. 

Mr.  English.  Again,  I  am  going  to  try  to  tie  you  down  a  little  bit. 
Would  we  be  within  5  years? 

Mr.  Fosse.  Mr.  Chairman,  I  simply  am  not  qualified  to  say  that.  I 
would  be  reluctant  to  put  a  time  limit  on  it.  I  surely  would  hope  so. 

Mr.  English.  You  have  a  pretty  impressive  background,  Mr. 
Fosse,  in  dealing  with  insurance  companies,  as  has  Mr.  Naylor. 
You  both  are  well  respected  for  that  background  and  knowledge.  I 
would  think  that  given  what  you  know  about  FCIC  and  given  the 
position  and  responsibilities  you  have  and  given  the  problem  that 
you  are  having  to  work  with,  as  Mr.  Naylor  says,  Mr.  Sprague  has 
just  implemented  some  new  changes,  that  things  are  going  to  get 
you  on  the  road. 

Surely  we  are  not  implementing  changes  without  having  any 
idea  of  when  it  is  going  to  give  us  any  results,  when  we  are  going 
to  finally  reach  the  promised  land.  We  just  can't  keep  going  on  and 
say  well,  we  think  it  is  out  there  sometime,  but  I  don't  know 
whether  it  is  5  years,  10  years,  15  years,  20  years,  or  maybe  we 
won't  even  see  it  this  century.  You  have  to  have  some  kind  of  a 
guideline. 

Surely  there  is  something  you  can  give  us  that  would  give  us  a 
little  narrower  range.  Couldn  t  you  do  that  for  me,  Mr.  Fosse? 

Mr.  Fosse.  I  honestly  do  not  have  a  basis  for  making  that  kind  of 
a  judgment.  I  can  tell  you  about  the  area  in  which  I  do  have  exper- 
tise, which  is  in  the  crop  hail  business.  I  can  tell  you  a  lot  about 
that,  but  there  is  much  less  known  about  the  development  of  pre- 
mium levels  in  the  all-risk  area  than  there  is  in  the  crop  hail  busi- 
ness. 

My  expertise  does  not  extend  to  the  all-risk  business.  I  have  a  lot 
of  familiarity.  I  will  be  glad  to  discuss  in  great  detail  what  we  do  in 
the  hail  business. 

Mr.  English.  All  right,  we  will  see  if  we  can  get  to  that. 

Mr.  Naylor,  can  you  get  us  anything  within  5  years  in  time? 

Mr.  Naylor.  Mr.  English,  I  would  be  a  fool  to  try  and  do  that. 
The  science  of  insurance  is  based  on  what  has  historically  hap- 
pened. That  is  what  we  base  our  rate  structures  on  as  the  best 
knowledge  that  we  have  available  of  what  has  happened  in  the 
past  and  the  likelihood  that  it  will  happen  again  in  the  future  in 
some  order. 

We  don't  know  what  that  order  will  be.  I  don't  know,  for  exam- 
ple, whether  we  will  have  three  100-year  floods  in  the  next  3  years, 
as  we  have  had  in  a  couple  of  areas  in  the  country  in  the  past  3 
years,  which  will  make  our  data  absolutely  erroneous  and  we  will 
have  to  make  additional  adjustments  to  reflect  that  deviation  from 
normal. 

If  you  can  tell  me,  Mr.  English,  what  the  weather  will  be  and 
whether  or  not  we  will  have  any  more  strange  years  like  we  have 
had  this  year — in  California,  for  example,  we  have  had  a  year  that 
has  not  been  repeated  since  the  1870's,  it  is  not  a  normal  year,  it  is 
not  an  expected  year,  and  the  effects  will  be  significant  on  the 
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impact  on  insurance— if  you  can  tell  me  what  the  future  is,  I  can 
tell  you  the  year  we  will  be  in  balance,  but  based  on  the  informa- 
tion we  have  today,  we  have  set  our  actuarial  information,  that  if 
we  follow  a  reasonably  normal  weather  pattern  we  will  have  an  ac- 
tuarially sound  program.  The  extent  that  the  actual  end  result  is 
different  from  that,  we  will  either  do  better  or  poorer. 

Mr.  English.  Well,  assuming  that  we  have  that  average  weather 
that  you  are  talking  about,  and  assuming  the  experience  of  the  last 
50  years  in  recordkeeping  with  the  USDA  gives  you  a  pretty  good 
feel  for  exactly  what  the  histories  are  of  the  various  crops  that  you 
are  insuring  and  what  the  histories  are  of  the  various  regions  of 
the  country  that  you  are  looking  at,  and  assuming  that  that  is 
going  to  be  the  criteria  you  will  be  following,  are  we  within  5  years 
of  having  an  actuarially  sound  program? 

Mr.  Naylor.  Based  on  the  historical  base  we  are  working  from,  ii 
that  were  to  be  repeated  over  the  next  period  and  all  circum- 
stances were  the  same,  we  would  be  sound  today.  But  that  won't 
happen. 

The  results,  as  I  can  tell  you  and  as  any  other  insurance  mar 
can  tell  you,  will  depend  on  the  circumstances  in  the  next  5  years 
We  will  either  do  better  or  poorer  then,  depending  on  what  those 
conditions  are. 

I  would  certainly  hope  the  weather  improves  over  what  we  have 
seen  this  year  and  the  results  will  improve  accordingly. 

Mr.  English.  Mr.  Burton,  I  think  you  had  a  question  you  have 
been  itching  to  ask. 

Mr.  Burton.  I  am  in  the  insurance  business,  or  was,  before  1 
came  to  Congress.  The  law  of  large  numbers  applies  when  you 
figure  your  rating  structure.  I  just  wonder  what  percentage  ol 
farmers  are  participating  in  this  program  nationwide. 

It  seems  to  me  if  you  have  a  small  percentage  in  a  relatively 
srnall  area  and  you  do  have  severe  weather  conditions  that  are 
going  to  hurt  your  crops  that  year,  you  are  going  to  have  terrible 
statistics  and  bad  loss  ratios  that  year. 

It  seems  to  me  if  you  had  your  risks  spread  all  over  the  country 
and  had  a  lot  of  farmers  getting  involved  in  it,  then  it  would  be 
more  predictable.  So,  what  percentage  do  you  have  and  where  is  it 
coming  from? 

Mr.  Naylor.  Currently,  Mr.  Burton,  it  is  about  a  16-percent  par- 
ticipation rate  for  the  current  year. 

Mr.  Burton.  Where  is  it  coming  from? 

Mr.  Naylor.  Distribution  varies  significantly  from  area  to  area, 
and  it  can  range  from  relatively  low,  under  10  percent,  to,  in  some 
situations,  almost  70  or  80  percent. 

Mr.  Burton.  Are  most  of  your  farmers  who  are  participating 
coming  from  the  areas  that  have  been  more  heavily  damaged  in 
the  last  few  years? 

Mr.  Naylor.  We  certainly  have  had  heavy  damage  in  the  South- 
east the  last  few  years,  in  flooding  and  drought,  combinations  of 
conditions  in  specific  crops.  Soybeans  in  particular  has  been  trou- 
blesome the  last  few  years. 

The  problem  you  face  today,  Mr.  Burton,  from  a  technical  stand- 
point is  that  the  program  under  the  1980  law  has  more  than  tri- 
pled in  the  number  of  counties  and  individual  programs  offered. 
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Much  of  the  actuarial  data  has  had  to  be  based  on  what  was  availa- 
ble historically  from  what  the  program  had  been  during  the  pilot 
basis.  You  don't  have  the  law  of  large  numbers  to  apply  accurately 
to  it  yet. 

There  were  a  number  of  practices  followed  historically  during 
the  so-called  pilot  period  of  the  program,  from  1948  until  the  1980 
change,  that  simply  invalidate  or  raise  as  being  suspect  a  lot  of  the 
actuarial  historical  data  that  was  developed. 

It  is  the  only  thing  we  have  to  use.  It  is  the  only  thing  Congress 
gave  us  to  use.  It  is  the  only  thing  technically  we  have  to  use.  That 
our  personnel,  like  Mr.  Fosse's  comment,  have  done  as  well  as  they 
have  done  probably  is  quite  an  accomplishment. 

Obviously  we  have  to  get  a  balanced  participation.  We  have  to 
attract  the  efficient  producer  and  eliminate 

Mr.  Burton.  Let  me  interrupt  you  just  a  second.  Along  that  line, 
how  are  you  inducing  farmers  from  areas  that  really  haven't  been 
adversely  affected  to  get  in  the  program?  I  know  a  lot  of  Farm 
Bureau  and  more  conservative  members,  they  don't  like  to  get  in- 
volved in  that  stuff  at  all.  They  will  buy  crop  hail  insurance, 
maybe.  I  assume  they  are  still  selling  that? 

Mr.  Naylor.  Yes. 

Mr.  Burton.  They  will  buy  crop  hail,  but  they  won't  go  to  a  Gov- 
ernment, partially  subsidized,  all-risk  program.  How  do  you  plan  to 
sntice  more  than  16  percent  to  participate?  It  seems  to  me  unless 
you  increase  the  participation  and  get  a  large  number,  you  are 
never  going  to  be  able  to  answer  this  kind  of  question  that  Mr. 
English  asked.  It  is  impossible.  I  don't  see  how  you  could  ever  have 
the  actuarial  data  bank  that  is  available. 

Mr.  Naylor.  Mr.  Burton,  I  share  that  concern  with  you.  I  will 
express  my  own  opinion,  but  then  I  would  like  to  ask  the  other 
Board  members  to  comment  on  it,  also. 

The  fundamental  problem  historically  during  the  pilot  phase  was 
that  we  used  county  averages  in  making  our  offers.  That  meant 
that  for  a  poor  producer  the  offer  was  actually  more  attractive 
than  it  was  for  an  efficient  producer.  So,  you  tended  to  have  in 
many  parts  of  the  country  adverse  selection.  The  history  that  we 
developed,  therefore,  does  not  accurately  reflect  what  the  more  effi- 
cient producer  is  actually  doing  in  his  area. 

The  answer  to  that  problem  is  a  very  progressive  program  which 
:his  Corporation  has  undertaken  under  Mr.  Sprague's  leadership, 
n  moving  to  individual  yield  contracts,  which  takes  an  individual 
producer's  own  performance  in  history  and  his  ability  to  perform 
as  a  producer  and  provides  him  coverage  commensurate  to  that  at 
rates  that  reflect  the  risk  he  has. 

It  will  be  that  type  of  coverage  which  attracts  the  better  produc- 
er, the  more  representative  producer,  that  will  ultimately  attain 
the  level  of  participation,  in  my  view,  that  will  have  to  be  had  in 
Drder  for  the  program  to  meet  its  objective. 

That  is  a  laborious  process.  We  have  been  getting  those  programs 
in  place  and  being  made  available  on  our  major  crops  initially.  I 
think  we  are  making  good  progress  in  that  area.  In  the  meantime, 
we  are  making  the  appropriate  rate  adjustments  on  the  county 
average  offerings  that  have  been  made  in  the  past  to  reflect  per- 
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haps  the  more  adverse  selection  problems  that  we  have  had  in  that 
area.  It  is  not  an  easy  undertaking. 

Mr.  Burton.  Let  me  ask  you  two  more  quick  questions,  if  the 
chairman  will  let  me. 

Mr.  English.  If  we  can  get  quick  answers,  I  will  let  you  ask 

quick  questions. 
Mr.  Burton.  They  are  quick  questions,  because  I  have  to  run, 

too. 

First  of  all,  do  you  think  that  we  should  have  all-risk  coverage? 
Second,  do  you  think  the  Government  should  be  involved  in  this 
and  should  we  possibly  have  a  disaster  relief  program  and  let  the 
insurance  industry  handle  insurance? 

Mr.  Naylor.  Mr.  Burton,  with  all  due  respect  to  the  chairman,  i1 
is  my  view  that  disaster  relief  programs  historically  have  been  jusi 
that,  a  disaster.  I  think  the  only  reasonable  solution  for  the  well 
being  of  the  American  farmer  is  a  sound,  all-risk  program  properl) 
offered  and  properly  managed.  Yes,  I  think  it  can  be  done. 

Mr.  Burton.  I  will  make  one  final  comment.  You  are  going  t( 
have  to  figure  out  some  way  to  get  more  of  them  involved.  You  jusi 
don't  have— 16  percent  I  don't  think  is  ever  going  to  cut  it. 

Mr.  Naylor.  It  can't  be  done,  Mr.  Burton,  without  an  attractive 
offer  that  is  of  economic  value  to  the  producer,  and  I  think  thai 
has  to  get  back  to  recognizing  their  individual  capabilities.  That  is 
why  we  have  such  high  expectations  to  bring  on  line  a  very  diffi 
cult  program  but,  nevertheless,  this  individual  yield  program. 

Mr.  Burton.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman,  very  much. 

Mr.  English.  I  do  want  to  underscore,  in  all  seriousness,  if  mem 
bers  would  not  mind,  that  we  would  appreciate  it  if  you  would  keef| 
your  answers  as  brief  as  possible.  We  have  a  great  deal  of  material 
to  cover.  I  would  certainly  appreciate  it,  and  I  think  you  woulc 
probably  appreciate  it  if  we  could  all  get  this  done  in  1  day,  rathei 
than  having  to  come  back  at  some  later  time  to  finish  it  up. 

I  don't  want  you  to  cut  your  answers  so  short  that  we  don't  know 
what  you  mean,  but  if  you  can  keep  it  brief,  it  would  surely  help  us 
all.  I  think  we  would  all  appreciate  that. 

Mr.  Fosse,  in  order  to  phase  out  the  disaster  program  quickly 
the  Federal  Crop  Insurance  Corporation  expanded  the  actuarial 
base  to  cover  twice  as  many  counties  in  1  year  and  skip  the  normal 
actuarial  activity  to  do  so. 

Do  you  believe  that  this  was  a  sound  practice? 

Mr.  Fosse.  It  certainly  does  not  compare  to  what  the  standard 
procedure  is.  However,  under  the  circumstances  I  believe  it  was  an 
acceptable  practice,  to  meet  the  objective  of  rapid  expansion  on  a 
reasonably  responsible  basis. 

Mr.  English.  The  question  was,  though,  is  it  a  sound  practice  ac- 
tuarially? 

Mr.  Fosse.  In  my  judgment  it  is  not  a  sound  practice  actuarially. 

Mr.  English.  Also,  Mr.  Fosse,  do  you  have  any  assurance  that 
the  premium  schedules  are  adequate  to  protect  the  Corporation  or 
on  the  other  hand,  do  you  have  any  assurance  that  the  schedules 
are  not  unduly  biased  against  the  Corporation? 


I 


93 

Mr.  Fosse.  I  am  not  sure  I  understand  what  you  mean  by  the 
premium  schedule,  Mr.  Chairman.  Do  you  mean  the  premium 
rates? 

Mr.  English.  That  is  right. 

Mr.  Fosse.  Based  on  the  information  and  the  knowledge  that  the 
actuarial  people  have  at  this  time,  both  the  insurance  statistics  and 
the  historical  information  on  crop  yields  and  the  variability  of 
yields,  it  is  my  judgment  that  for  the  information  at  hand  at  this 
point,  that  they  are  in  reasonably  good  shape,  based  on  the  experi- 
ence that  the  Corporation  has  had  to  date.  That  experience,  of 
course,  is  going  to  change  from  year  to  year,  as  we  gain  additional 
knowledge. 

Mr.  English.  So  you  are  saying  it  is  not  unduly  biased  toward 
the  Corporation? 

Mr.  Fosse.  In  my  judgment,  no. 

Mr.  English.  Also,  Mr.  Fosse,  what  do  you  consider  to  be  sound 
actuarially  for  the  FCIC?  Can  you  give  us  some  feeling  as  to  what 
we  have  to  have  to  be  sound  actuarially? 

Mr.  Fosse.  Mr.  Chairman,  the  most  simple  way  to  put  it  is  that 
that  can  be  measured  only  in  terms  of  over  a  period  of  time,  that 
the  premiums  generated  will  be  sufficient  to  pay  the  indemnities 
that  are  incurred. 

I  am  not  sure  what  we  can  say  beyond  that  as  the  requirement 
for  actuarial  soundness. 

Mr.  English.  Should  it  be  based  on  all  coverage  or  just  by  an  in- 
dividual crop  nationally  or  by  a  crop  on  an  individual  geographic 
area? 

Mr.  Fosse.  My  judgment  is  that  equity  would  require  that  basi- 
cally each  crop  would  have  to  stand  on  its  own.  Generally  large 
areas  would  have  to  stand  on  their  own.  Otherwise,  we  are  in  the 
position  of  asking  some  producers  to  pay  in  excess  of  what  is  fair 
for  them  in  order  to  subsidize  what  is  required  for  others.  That  is 
my  judgment. 

Mr.  English.  How  big  a  region  are  we  talking  about?  Are  we 
talking  about  like  down  to  a  county  or  parts  of  a  county  or  a  State, 
or  a  geographic  region  of  the  country,  or  are  we  talking  about  a 
crop  nationwide? 

Mr.  Fosse.  First  of  all,  measures  of  adequacy  can  be  done  on  a 
crop  nationwide,  but  measures  of  the  required  rate  need  to  be  more 
nearly  regionalized.  In  the  crop  hail  business  we  work  on  a  State 
level;  in  other  words,  the  rate  structure  that  is  necessary  to  pay  on 
a  State  basis. 

I  think  the  all-risk  program  needs  to  be  further  subdivided  into 
regions  having  more  or  less  homogeneous  characteristics,  but  some 
reasonable  basis,  in  order  to  meet  Mr.  Burton's  notion  of  the  laws 
of  large  numbers.  Unless  we  have  a  base,  we  don't  have  a  credibil- 
ity. 

Mr.  English.  If  you  don't  have  the  base,  you  don't  have  the 
credibility.  So,  you  have  to  have  participation  before  you  have  the 
base,  don't  you? 

Mr.  Fosse.  That  is  one  of  the  things  you  must  have;  yes. 

Mr.  English.  If  we  are  looking  at  16  percent  participation  this 
year  and  16  percent  participation  last  and  19  percent  the  year 
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before,  we  don't  have  enough  for  a  base.  That  is  what  it  all  comes 
down  to,  isn't  it? 

Mr.  Fosse.  I  wouldn't  say  that  is  necessarily  one,  two,  three.  Cer- 
tainly greater  participation  is  desirable  and  is  the  objective  of  the 
Corporation,  but  much  statistical  work  is  done  on  a  sampling  basis, 
so  you  do  not  need  to  have  the  whole  universe.  Adequate  samples 
will  also  serve. 

Mr.  English.  But  16  percent,  particularly  since  you  have  much 
heavier  participation  in  some  areas  of  the  country  and  virtually 
none  in  others,  that  creates  a  big  problem,  doesn't  it? 

Mr.  Fosse.  It  does  create  problems,  yes,  sir. 

Mr.  English.  In  your  opinion,  can  we  ever  get  that  actuarial 
question  settled  unless  we  arrive  at  a  broad  participation  all  across 
the  country  in  all  regions? 

Mr.  Fosse.  It  is  a  judgment  call,  Mr.  Chairman,  as  to  what  par- 
ticipation is  necessary  to  meet  that  requirement.  Certainly  it  will 
improve  the  capability  of  determining  the  rate  level  requirements 
to  have  greater  participation,  but  I  think  that  is  not  our  only  re- 
course. There  are  other  statistical  means  which  are  employed  to 
arrive  at  required  rate  levels. 

Mr.  English.  Unfortunately,  we  have  another  vote.  We  have  two 
votes  following  that,  so  we  are  being  interrupted  today  quite  regu- 
larly. 

What  I  would  suggest  that  perhaps  we  do  at  this  point  is  recess 
until  1  p.m.,  which  hopefully  will  give  our  guests  time  to  grab  a 
quick  bite  of  lunch.  It  probably  means  we  are  going  to  have  some 
hungry  members,  but  maybe  that  will  speed  things  along  here  this 
afternoon. 

Without  objection,  we  will  recess  until  1  p.m. 

[Whereupon,  the  subcommittee  recessed,  to  reconvene  at  1  p.m. 
the  same  day.] 

AFTERNOON  SESSION 

Mr.  English.  Mr.  Sprague,  this  morning  we  were  talking  about 
the  percentage  of  business  and  what  came  from  where.  I  would  like 
for  you  to  tell  me — and  if  you  don't  know,  supply  it  for  the 
record — what  percentage  of  the  business  came  from  expansion 
counties  in  1982?  Do  you  have  any  idea  what  that  is? 

Mr.  Sprague.  I  have  no  exact  figure  in  mind.  I  know  that  in 
many  cases  we  had  five  or  four  contracts  in  many  of  the  counties 
that  crop  insurance  programs  were  first  offered  in  1982. 

[Information  supplied  by  Mr.  Sprague  follows:] 

About  IVi  percent  of  FCIC's  business  came  from  new  counties  insured  in  1982. 

Mr.  Sprague.  I  would  like  to  clarify  a  statement  made  earlier  by 
you.  That  statement  is  that  the  latest  report  shows  we  are  losing 
money  at  a  fast  rate— $102  million  in  fiscal  year  1982  and  current 
projections  of  $199  million  in  this  fiscal  year,  and  $119  million  in 
fiscal  year  1984.  Those  numbers  were  arrived  at  apparently  by 
your  staff  by  failing  to  include  the  premium  subsidy  in  the  income 
earned  by  the  corporation.  Those  numbers  include  the  premium 
subsidy. 
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I  will  provide  for  the  record  a  detailed  breakdown  that  should 
change  to  some  substantial  degree  the  conclusions  reached  by  you 
in  that  statement. 

Mr.  English.  We  would  like  for  you  to  provide  that  for  the 
record.  Also,  as  I  stated,  I  would  like  if  you  could  tie  this  down  as 
far  as  the  percentage  of  the  business  that  came  from  those  expan- 
sion counties  in  1982. 

[The  information  follows:] 

1982  crop  year 

Premium $396,345,163 

Indemnity 516,583,157 

Net  loss 120,237,994 

The  1983  crop  year  net  gain  or  loss  will  not  be  available  until  next  spring. 
The  1984  data  will  not  be  available  until  the  spring  of  1985. 

Mr.  Sprague.  Mr.  Chairman,  also  in  the  interest  of  time  here 
this  afternoon,  if  possible  Mr.  Naylor  and  I  will  be  willing  to  re- 
spond for  the  record  and  allow  you  to  spend  most  of  your  time  with 
the  outside  Board  members. 

Mr.  English.  We  will  take  them  a  step  at  a  time  and  see  how  we 
get  along  on  it.  We  may  at  some  point  have  to  submit  some  ques- 
tions, but  I  would  urge — I  know  you  have  commitments  and  we 
will  do  our  best  to  move  as  fast  as  we  possibly  can  in  covering  the 
ground.  The  thing  I  am  trying  to  avoid  is  the  necessity  for  every- 
body to  come  back  at  a  later  date  to  finish  it  up. 

I  know  that  it  has  been  an  inconvenience  for  the  Board  members 
to  come  here,  and  we  respect  that  and  will  try  to  get  it  done  today. 

I  understand  that  any  estimates  that  we  came  up  with  here  came 
from  the  information  and  estimations  that  were  given  by  the  Board 
themselves.  If  you  have  something  that  can  clarify  that,  that  would 
be  most  helpful. 

As  I  understand,  the  Board  has  added  personnel  to  the  actuarial 
staff  and  we  would  like  for  you  to  supply  the  numbers  of  people 
assigned  in  that  area  now  and  the  ones  that  have  been  assigned 
previously — the  numbers  of  people. 

[The  information  follows:] 

We  have  194  positions  assigned  to  the  Actuarial  Division. 

Mr.  English.  My  question,  though,  is  this:  Are  the  Board  mem- 
bers satisfied  with  the  situation?  Without  impinging  on  the  rights 
of  management,  obviously,  to  operate  the  Corporation,  would  the 
Board  members  recommend  any  arrangement  of  personnel  matters 
any  different  than  they  are  now? 

Mr.  Fosse,  do  you  want  to  start  off  with  that? 

Mr.  Fosse.  Mr.  Chairman,  I  have  no  way  of  making  a  judgment 
about  the  operational  and  personnel  requirements  of  the  Corpora- 
tion. Based  on  information  which  has  been  available  to  the  Board,  I 
assume  that  they  are  adequately  staffed  or  are  in  the  process  of  be- 
coming adequately  staffed. 

Mr.  English.  But,  again,  Mr.  Fosse,  this  is  an  area  of  responsibil- 
ity of  the  Board,  isn't  it?  This  is  something  that  the  Board  has  got 
to  be  concerned  about.  This  is  the  Board's  responsibility,  isn't  it? 

Mr.  Fosse.  I  understand  that  and  agree.  I  make  the  point  based 
on  the  information  supplied  to  the  Board.  My  judgment  is  that 
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they  are  either  adequately  staffed  or  are  in  the  process  of  becoming 
so. 

Mr.  English.  Mr.  McFarlane? 

Mr.  McFarlane.  I  think  we  will  be  satisfied,  Mr.  Chairman, 
when  the  Corporation  is  in  the  black,  so  to  speak.  Then,  at  that 
point,  we  will  be  satisfied  that  our  actuarial  operation  is  in  order. 

Mr.  English.  But  with  the  number  of  staff  people  that  you  now 
have  operating  in  that  area,  we  have  already  focused  some  light  on 
the  fact  that  the  actuarial  question  is  a  very  important  question. 

I  am  asking:  Are  you  satisfied  with  the  number  of  actuarial 
people,  the  staff,  the  personnel  that  you  have  there?  Is  that  ade- 
quate, in  your  opinion? 

Mr.  McFarlane.  I  am  unable  to  judge  that,  Mr.  Chairman. 

Mr.  English.  Don't  you  think  that  is  an  area  that  is  your  respon- 
sibility as  a  member  of  the  Board  to  check  into  that? 

Mr.  McFarlane.  As  a  Board  member,  I  look  to  management  to 
take  care  of  those,  to  see  that  the  work  is  done.  I  do  not  conceive  it 
my  role  to  determine  how  many  actuarial  people  should  be  em- 
ployed by  the  organization. 

Mr.  English.  But  the  overall  operation  of  the  organization  is 
your  responsibility? 

Mr.  McFarlane.  Absolutely. 

Mr.  English.  And  this  is  one  of  the  key  roles  that  must  be 
played? 

Mr.  McFarlane.  Certainly.  And  the  only  measure  I  have  of  this 
is  the  results  of  the  Corporation's  activity. 

Mr.  English.  Mr.  Askew,  do  you  have  any  ideas  along  this  line? 

Mr.  Askew.  Mr.  Chairman,  being  basically  a  farmer  and  not 
really  knowing  what  an  actual  actuary  person  does,  I  have  been 
looking  at  the  total  program  of  what  I  consider  as  a  layman  of 
what  actuary  work  is.  lYC's,  individual  yield  contracts,  I  have  been 
very  pleased  with  because  I  am  also  a  policyholder  in  Federal  Crop 
for  corn  production.  I  have  participated  for  the  crop  year  of  1983  in 
our  lYC.  I  think  it  is  a  great  idea. 

So  what  I  know  of  the  whole  actuary  program,  which  includes 
some  of  our  other  facets  which  I  would  consider  part  of  the  actuary 
program,  at  the  present  time  I  am  very  pleased.  How  many  person- 
nel we  have  in  the  actual  statistical  part  of  that,  I  have  no  idea. 
But  the  results  that  I  see  of  what  I  consider  that  section,  I  am 
pleased  at  this  time,  yes. 

Mr.  English.  But  you  realize  that  the  job  that  is  done  by  the  ac- 
tuarial staff,  the  impact  of  the  whole  actuarial  area,  is  so  key  to 
the  importance  of  the  success  of  this  operation  that  that  has  a 
direct  and  a  heavy  impact  on  the  success  of  your  responsibilities  as 
a  Board  member.  You  realize  that,  don't  you? 

Mr.  Askew.  I  realize  that.  What  I  would  consider  myself,  as  the 
actuary  division,  I  was  a  participant  in  the  lYC  program  that  I 
think  is  part  of  the  salvation— that  is  a  poor  word— part  of  the  on- 
going improvement  of  Federal  Crop,  and  Iowa  has  not  been  a  high 
area  of  corn  participation  in  certain  areas.  Certain  areas,  it  has. 
From  my  observation  in  Iowa,  it  is  going  to  be— and  it  is— it  is 
going  into  a  very  successful  program  which  is  part  of  the  actuary, 
as  far  as  I  know. 
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I  am  sure  the  statisticians  have  been  working  with  us  and  have 
been  able  to  prove  yields  and  have  been  able  to  increase  coverage 
through  our  lYC  coverage. 

Mr.  English.  As  I  mentioned  earlier,  Mr.  Sprague,  I  request  the 
Board  to  supply  the  number  of  people  now  and  the  number  of 
people  that  you  have  had  previously  in  this  area. 

When  will  the  position  of  Actuarial  Division  Director  be  filled, 
Mr.  Sprague? 

Mr.  Sprague.  It  is  my  understanding  that  a  decision  has  been 
reached  and  that  a  choice  has  been  made.  We  do  not  and  are  not 
ready  to  announce  that  choice  today,  but  we  are  very  close  to 
making  that  announcement. 

Mr.  English.  Mr.  Fosse,  the  ratesetting  is  done  in  the  regional 
offices  where  the  guidelines  from  the  Actuarial  Division  in  Kansas 
City  are  used.  Is  this,  in  your  opinion  and  given  your  background,  a 
good  practice? 

Mr.  Fosse.  I  would  hesitate  to  make  a  judgment  on  that  because 
I  am  riot  that  familiar  with  the  exact  functions  performed  by  the 
regional  offices,  and  the  Kansas  City  office.  I  would  say  this,  how- 
ever: A  centralized  actuarial  function  is  more  typical  of  private  in- 
dustry. But,  as  I  say,  whether  there  is  necessarily  a  comparison 
that  can  be  made,  I  do  not  know  that  much  about  the  actual  func- 
tions in  the  Actuarial  Division. 

Mr.  English.  I  assume  from  what  you  said,  then,  that  private 
corporations  usually  use  a  centrally  organized  operation. 

Mr.  Fosse.  It  is  more  common,  yes.  We  have  to  realize  that  this 
is  a  unique  kind  of  coverage,  a  unique  arrangement,  and  so  I  could 
not  make  a  judgment  about  the  reasonableness  of  the  arrange- 
ment. 

Mr.  English.  Along  this  same  line,  Mr.  McFarlane,  are  you  satis- 
fied with  the  allocation  of  resources  on  data  processing,  both  the 
funds  and  the  personnel? 

Mr.  McFarlane.  Mr.  Chairman,  we  have  seen — certainly  in  my 
period  that  I  have  been  a  member  of  our  Board — data  processing 
has — the  situation  has  had  some  serious  problems  over  this  period 
of  time  that  I  think  of — many  of  them  have  been  corrected,  and  the 
whole  process  in  general  has  shown  a  great  deal  of  improvement. 

The  problems  that  we  were  confronted  with  a  year  ago,  I  think 
are — many  of  them  have  been  corrected  and  otherwise  are  well  on 
their  way  to  being  corrected. 

Mr.  English.  Does  that  mean,  then,  that  you  are  satisfied  as  it 
stands  now? 

Mr.  McFarlane.  I  am  satisfied  with  the  improvement  that  is 
being  made. 

Mr.  English.  But  you  are  not  satisfied  with  the  level? 

Mr.  McFarlane.  Not  with  the  level.  I  think  there  is  room  for 
more  improvement. 

Mr.  English.  What  do  you  expect  to  gain  from  the  installation  of 
a  computer  system  in  the  field  actuarial  offices,  Mr.  Sprague? 

Mr.  Sprague.  Truthfully,  we  have  much  to  do  when  it  comes  to 
the  whole  area  of  mechanizing  our  ratesetting  process.  I  expect 
computers  in  those  field  offices  to  greatly  speed  and  improve  our 
capability  to  offer  equitable  rates  to  producers. 
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In  regard  to  the  whole  area  of  actuarial  soundness  and  back  to 
your  line  of  questioning  a  little  earlier,  an  actuarially  sound  pro- 
gram is  one  that  Mr.  Fosse  described  or  defined,  but  we  believe 
that  our  program  is  actuarially  sound  today.  We  have  taken  the  ex- 
perience of  the  past  and  the  record  of  the  past  and  made  the  ad- 
justments necessary  to  have  what  truly  is  an  actuarially  sound  pro- 
gram. 

Now,  the  only  way  that  the  accuracy  of  my  statement  can  truly 
be  measured  is  by  the  experience  of  future  years,  and  an  actuarial- 
ly sound  program  steadily  changes  as  additional  information  be- 
comes available.  And  that  is  what  we  do  in  our  ratesetting  process 
in  order  to  maintain  an  actuarially  sound  program. 

Now,  our  cumulative  long-term  loss  experience  prior  to  1982  was 
1.12.  In  other  words,  we  had  paid  out  $1.12  in  indemnities  for  every 
$1  in  premium  income.  The  experience  of  1980,  where  the  Corpora- 
tion paid  out  in  excess  of  $2  for  every  $1  in  premium  income 
skewed  that  long-term  ratio.  We  were  not  far  from  our  goal  at  1.12. 
Only  a  long-term  series  of  years  of  experience  can  really  be  used  to 
judge  actuarial  soundness  over  a  long  period  of  time. 

Mr.  English.  Mr.  Sprague,  again,  I  would  appreciate  it — and  I 
am  sure  the  other  Board  members  would,  too — if  we  can  keep  the 
answers  as  brief  as  we  can.  If  you  have  any  additional  information 
that  you  want  to  provide  for  the  record,  without  objection  I  am 
sure  we  would  be  delighted  to  receive  that  information. 

I  might  make  a  quick  comment  on  what  you  said.  It  seems  to  me 
like  you  are  saying  that  if  you  have  a  good  deal  of  faith  in  your 
actuarial  tables  now,  and  then  you  start  hedging  your  bets  if  things 
don't  change  or  something  else  doesn't  come  down  the  road,  it  ap- 
pears to  me  that  what  you  are  saying  is  we  think  our  actuarial 
tables  are  all  right.  But  only  the  future  is  going  to  prove  whether 
that  is  correct  or  not. 

The  point  I  made  earlier  to  Mr.  Fosse  is  it  appears  to  me  that 
part  of  the  problem  that  you  have  is  with  such  a  low  level  of  par- 
ticipation, and  when  you  have  high  participation  in  some  areas  and 
low  participation  in  others  it  is  difficult  to  get  the  proper  actuarial 
mix  to  come  up  with  the  type  of  actuarial  table  that  you  feel  com- 
fortable is  sound.  Is  that  correct? 

Mr.  Sprague.  Actuarial  soundness  is  our  objective.  We  believe 
we  have  it.  But  it  is  based  upon  normal  weather. 

Mr.  English.  Mr.  Naylor,  can  you  improve  on  the  computer  op- 
erations through  outside  contracting,  in  your  opinion? 

Mr.  Naylor.  In  the  administrative  area,  it  is  most  practical  to 
continue  with  the  departmental  systems.  As  you  know,  we  use  de- 
partmental computers.  As  a  practical  matter,  I  would  believe  that 
It  is  most  sound  from  a  managerial  standpoint  to  continue  in  that 
practice  from  an  administrative  viewpoint,  and  we  do  use  some  out- 
side technical  services  through  land  grant  colleges  and  other 
sources  for  highly  technical  assessments  and  evaluations  which 
make  use  of  other  data  bases,  other  computers  outside  the  system. 

To  the  extent  that  that  assists  us,  we  have  and  will  continue  to 
niake  use  of  that  large  body  of  knowledge  that  is  available  out  in 
the  land  grant  university  system. 

Mr.  English.  Mr.  Fosse,  you  may  have  some  information,  given 
your  association  with  private  companies.  But  it  is  my  understand- 
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ing  that  there  are  software  packages  that  are  already  available  in 
the  private  sector  in  this  area  that  would  make  it  much,  much 
faster  to  develop  information  than  it  is  trying  to  develop  your  own 
software.  Is  that  correct? 

Mr.  Fosse.  Hardly  correct,  Mr.  Chairman.  We  are  talking  about 
two  drastically  different  kinds  of  insurance  programs,  each  having 
unique  and  different  statistical  requirements.  It  is  true  in  the  case 
of  my  office,  for  example,  we  have  had  40  years  of  experience  in 
developing  the  data  collection  functions  and  the  use  of  it  in  analyz- 
ing for  rate  requirements.  Hail  insurance  is  a  relatively  simple 
kind  of  insurance  compared  to  the  all-risk  program. 

So  while  there  are  systems  which  are  comparable  and  which 
could  be  adapted,  the  actual  software  development  is  different  and 
would  almost  have  to  be  uniquely  developed  to  fit  the  require- 
ments. 

Mr.  English.  I  understand  that  we  now  have  data  that  is  in  the 
computer  that  can't  be  retrieved  because  it  hasn't  had  a  program 
written  for  it. 

Mr.  Fosse.  I  am  not  familiar  with  that  difficulty. 

Mr.  English.  Mr.  Sprague,  is  that  correct? 

Mr.  Sprague.  To  some  degree,  that  is  correct.  Part  of  the  prob- 
lem is  that  we  have  not  had  one  continuous  contract  without 
changes  over  a  long  period  of  time.  What  we  have  in  that  computer 
is  not  40  years  of  experience  with  one  contract  but  40  years  of  ex- 
perience with  a  number  of  different  contracts,  and  it  is  difficult  to 
evaluate  the  experiences  under  different  contract  provisions. 

Mr.  English.  Also,  Mr.  Sprague,  what  is  this  year's  experience 
with  the  farmer  acceptance  of  the  individual  yield  coverage? 

Mr.  Sprague.  We  really  will  not  know  until  we  receive  acreage 
reports.  Our  first  indication  of  a  farmer  choosing  individual  yield 
coverage  instead  of  area  coverage  will  be  when  we  receive  that 
report. 

We  do  know  that  some  counties  have  been  almost  inundated 
with  requests.  Mr.  Askew  perhaps  could  testify  as  to  the  accept- 
ance of  that  program  by  farmers  in  his  area  in  Iowa. 

Mr.  English.  Mr.  Naylor,  in  the  individual  yield  coverage,  does 
it  reflect  the  statutory  requirement  for  the  pilot  programs  under 
the  individual  risk  underwriting  provision? 

Mr.  Naylor.  I  think  the  individual  yield  contract,  Mr.  Chairman, 
gets  directly  to  the  heart  of  the  individual  risk  approach  in  provid- 
ing coverage  that  reflects  the  performance  of  the  individual  and  it 
provides  them  a  program  that  is  economically  sound  and  attractive 
to  them. 

Yes,  I  think  that  is  the  type  of  program  and  the  direction  we 
need  to  be  heading  in. 

Mr.  English.  So  in  your  opinion  this  does  answer  the  require- 
ment of  the  law? 

Mr.  Naylor.  I  think  substantially  so,  yes. 

Mr.  English.  Mr.  Fosse,  if  individual  yield  coverage  becomes  pop- 
ular, what  will  be  the  effect  on  the  actuarial  base?  If  a  farmer  who 
has  a  proven  yield  above  the  county  average  obtains  insurance  for 
his  higher  yield  at  the  same  premium  rate  as  those  who  have  a 
standard  yield,  but  there  is  no  compensating  increase  of  the  premi- 
um rate  for  farmers  whose  yields  are  below  the  standard  level,  it 
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would  seem  that  the  Corporation  stands  to  be  in  jeopardy.  Is  that 
not  correct? 

Mr.  Fosse.  That  is  correct.  I  am  pleased  to  report  that  the  Corpo- 
ration is  addressing  this  problem. 

Attention  has  been  drawn  to  the  development  of  what  you  de- 
scribed. The  Actuarial  Division  is  aware  of  it;  management  is 
aware  of  it.  And  steps  are  underway  to  make  the  appropriate  ad- 
justments. If  there  is  a  significant  development  of  the  lYC  kind  of 
business,  it  will  be  felt. 

Mr.  English.  So  at  the  present  time  it  is  not  actuarially  sound, 
then,  individual  yield? 

Mr.  Fosse.  The  adjustments  for  the  condition  that  you  describe 
have  not  been  put  in  place.  They  are  working  on  it  and  will  have  it 
in  place,  in  my  judgment,  in  time  to  offset  the  defects  which  you 
mentioned. 

Mr.  English.  Mr.  Naylor,  what  kind  of  a  time  schedule  do  you 
expect  to  update  the  insurance  offers  to  reflect  the  latest  yields  and 
the  latest  insurance  loss  experience? 

Mr.  Naylor.  Individual  yield  contract  reflects  the  experience  of 
the  individual  producer  over  the  last  several  years  of  his  own  expe- 
rience. And  so,  in  effect,  you  are  updating  those  constantly.  The 
average  yields  are  attempted  to  be  updated  on  a  regular  schedule 
which  Mr.  Sprague  could  address.  But  I  would  be  pleased  to  supply 
those  details  for  the  record. 

Mr.  English.  We  would  appreciate  that. 

With  regard  to  the  time  schedule  for  the  reviews  of  the  county 
area  classifications,  also. 

rmf-  Naylor.  We  will  supply  those  for  the  record,  Mr.  Chairman. 
[Ihe  information  follows:] 

^nS'nffZ'.^^n  ^!li  ""f  !™.^  schedule  (by  when)  do  you  expect  to  update  insur- 
ance offers  to  reflect  the  latest  yields  and  the  latest  insurance  loss  experience? 
\.f^TZfI}A    /  1983  crop  year,  we  updated  the  insurance  offer  to  reflect  the 

llTl■^V^'^'''  '^'^^u^"'  foybeans,  and  wheat.  Rate  adjustments  were  made  for 
v^!r  To"^  planted  crops  based  on  the  state  and  county  loss  ratios.  For  the  1984  crop 
the  wrtp/^.rnn  i""^  sprmg  barley  grain  sorghum,  peanuts,  and  tobacco  yields  and 
vielH^  for  mncT.f  .r  "^T  ^^J"'*^^  for  adverse  experience.  We  plan  to  update  the 
coveLtlnnTtL^  other  crops  for  the  1985  crop  year.  If  we  base  the  insurance 

thrn^fd  tTuVdaSTStairy'''  '"'"^^  "^  ""'  ^^^^'^^^^  ^^^  '^'^  '^^--^^  -^ 

Ans^eT'Xt%I^fTnf  t°.t™ychedule  for  reviews  of  county  area  classifications. 

Answer.  Ihe  field  actuarial  office  reviews  and  updates  approximately  20  percent 

of  the  county  area  classification  structures  each  year.  "Ainiateiy  ^v  percent 

Mr.  English.  Again,  with  regard  to  the  completion  of  the  design 
aI"®  requirement  of  actuarial  reports  and  analysis, 
rmf-  Naylor.  We  will  supply  that,  also. 
LThe  information  follows:] 

evIr^'wt'iSeSf  ^^^^f^'iZlf  ^""^T'^^  ^^^1'  ^""^  ^^^^^^^i^  i«  ^l"^ost  complete.  How- 
ard ^e'earSstudies         '''''  '"^  '"'^^"'  "^"  ^'  '"''''''^'y  f^'-  -^^  ^"^ly^i^ 

fh^H.^V^"^"-.^  5!?'"'^  ^^^^  y°^  ^o^ld  also  be  willing  to  supply 
Mr  N.T.'^f  V?f  ^ K^  ^.^"^P^ter  programs  to  run  the  analysis?^^  ^ 
Mr.  Maylor.  The  business  plan  is  being  developed  for  you   We 

d^tvTo^uUr  TV^  ^^y/dditional  information  rented  toTat  ac 
tivity  you  may  ask  for  and  want  to  look  at  and  review. 
Llhe  information  follows:] 
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Development  dates  for  tables  and  analysis  sheets  to  report  and  analyze 
thru   the  1982  crop  year. 


data 


TABLE 

1 

TABLE 

1. 

D 

TABLE 

1. 

E 

TABLE 

1. 

L 

TABLE 

4 

ANALYSIS 

1 

ANALYSIS 

4 

( 

ANALYSIS 

2 

ANALYSIS 

3 

ANALYSIS 

4 

ANALYSIS 

5 

Complete  and  in  production 


Complete  and  i 


Complete  and  in  production 


Complete  and  i 


n  production 


n  production 


Complete  and  in  production 

07/15/83 
(Special)  09/15/83 

10/15/83 
11/15/83 
12/21/83 
02/28/84 


TABLE  2  11/15/83 


All   Tables   (except  Table  2)   report  FCIC  and/or  Reinsured  data  for  a  single 
crop  year.     The  Analysis  Sheets  and  Table  2  report  cumulative  FCIC  and/or 
Reinsured  data  for  all   prior  crop  years. 

The  above  development  schedule  reflects  the  user  requirement  and  priorities 
currently  specified  to  DAD.     Additional   analysis  software  development  is 
dependent  on  user  requirement  and  priority  specification. 

*        Contingent  on  receiving  updated  user  specifications. 

Mr.  English.  OK.  Mr.  Sprague,  what  feedback  have  you  request- 
ed from  the  reinsured  companies  and  the  master  marketers  on 
ways  to  improve  the  actuarial  soundness? 

Mr.  Sprague.  We  are  always  open  for  discussion,  comment  and 
recommendations  from  each  of  the  private  sector  groups  with 
whom  we  participate.  . 

Mr.  English.  The  question  is:  Have  you  actively  sought  their 
advice  and  counsel  on  how  you  can  make  your  actuarial  table  more 
sound? 

Mr.  Sprague.  Really  we  have  not,  because  we  have  not  felt  that 
they  were  experts  in  this  field. 

Mr.  English.  But  they  would  be  experts  in  the  business. 

Mr.  Sprague.  They  are  experts  in  sales,  they  are.  In  the  case  of 
reinsured  companies,  of  course  there  is  actuarial  expertise.  We  are 
willing  and  ready  to  accept  recommendations  and  suggestions  from 
them  at  all  times.  Each  of  these  groups  should  be  well  aware  of 
that. 

We  do  meet  with  them  regularly.  They  voice  their  concerns;  we 
attempt  to  respond  to  their  concerns. 

Mr.  English.  I  would  think  if  we  have  got  an  actuarial  problem, 
and  we  have  had 

Mr.  Sprague.  Then  it  should  be  solved  by  experts. 

Mr.  English.  That  would  indicate  that  folks  who  are  expert  in 
the  actuarial  business  might  be  of  some  assistance  to  you.  After  all, 
it  doesn't  matter  too  much  whether  you  are  developing  an  actuar- 
ial table  for  life  insurance  or  for  crops;  you  are  basically  dealing 
with  the  same  types  of  information.  It  is  the  same  type  of  prograni. 
The  same  statistical  requirements  are  needed  to  determine  a  sound 
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program.  And  it  would  seem  to  me  that  these  people  would  have  a 
great  deal  of  background  and  experience  that  they  could  contribute 
to  assisting  you  in  this  area. 

Mr.  Sprague.  There  is  some  experience  which  could  be  of  assist- 
ance to  us.  Under  the  agreement  with  reinsurance  companies  who 
have  that  resource,  we  are  not  compensating  them  for  actuarial 
functions.  They  are  relying  upon  the  actuarial  system  developed  by 
the  Federal  Crop  Insurance  Corporation  for  the  setting  of  rates  and 
the  establishment  of  coverages. 

Mr.  English.  Mr.  Fosse,  back  on  that  individual  risk  coverage, 
could  you  expand  a  little  bit  on  how  you  plan  to  solve  that  prob- 
lem? You  mentioned  that  it  is  a  problem  and  it  is  one  you  recog- 
nize and  are  going  to  deal  with  it,  and  we  have  a  plan  coming  out. 

What  have  you  got  in  mind? 

Mr.  Fosse.  I  don't  have  a  plan.  What  I  meant  to  say  is  that  the 
Corporation  is  aware  of  the  problem  and  is  working  on  a  solution 
to  it.  In  my  judgment,  it  will  take  the  form  of  perhaps  two  steps. 

One,  recognizing  that  for  the  average  that  remains  out  there,  if 
there  is  a  significant  development  of  lYC  business,  then  the  stand- 
ard or  area  offer  will  have  to  be  adjusted  to  reflect  that  new  aver- 
age that  remains  not  on  lYC. 

The  other  approach,  which  I  personally  would  more  strongly  ad- 
vocate, would  be  that  as  rapidly  as  possible  all  producers  would  be 
put  on  the  same  system;  that  is,  the  coverage  would  be  geared  to 
their  own  individual  farm  history. 

We  have  various  programs  which  are  presently  based  on  the  in- 
dividual producer's  history,  for  example  fruit  crops  under  what  we 
call  the  grower  yield  certification.  lYC  is  another  expression  of  in- 
dividual coverage.  This  approach,  to  me,  solves  the  problem,  but  it 
takes  longer  to  do  it. 

Mr.  English.  When  do  you  think  we  could  expect  to  see  the  plan 
completed,  developed  and  the  problem  addressed? 

Mr.  Fosse.  I  would  expect  to  see  adjustments  in  the  standard 
area  guarantee  offer  probably  ready  to  present  in  some  areas  by 
the  1984  season.  That  would  be  the  earliest  because  we  are  just  un- 
derway for  the  1983  season. 

Mr.  English.  But  that  would  only  be  the  first  installment.  You 
are  not  expecting  the  complete  solution  to  the  problem  at  that 
time;  that  would  be  the  first  step  to  address  the  problem? 

Mr.  Fosse.  That  would  be  the  earliest  they  could  prepare  it. 

Mr.  Naylor.  In  specific  answer  to  your  question,  the  Board,  at 
its  just  completed  board  meeting,  gave  policy  guidance  to  the  man- 
agement to  complete  the  conversion  to  individual  yield  type  cover- 
age for  all  offers  before  the  1987  crop  year — by  July  1,  1986 — so  we 
are  talking  about  a  3-year  conversion  time. 

We  will  supply  that  for  the  record. 

[The  information  follows:] 
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FEDERAL  REGISTER  -  Monday,  November  15,  1982 


T-So  -/ 

47  FR  513A5 


DEPARTMENT  OF  AGRICULTURE 

Federal  Crop  Insurance  Corporation 

7CFRPart400 

General  Administrative  Regulations; 
Individual  Yield  Coverage  Plan 
Insurance 

AGENCY:  Federal  Crop  Insurance 
Corporation.  USDA. 
ACTION:  Interim  rule. 

summary:  The  Federal  Crop  Insurance 
Corporation  (FCIC)  herewith  issues  a 
new  part  in  Chapter  IV  of  Title  7  of  the 
Code  of  Federal  Regulations,  effective 
with  the  1983  and  succeeding  crop  years, 
prescribing  procedures  for  the 
implementation  of  an  Individual  Yield 
Coverage  Plan  of  insurance  on  certain 
crops,  to  be  knowm  as  7  CFR  Part  400 
General  Administrative  Regiilations — 
Individual  Yield  Coverage  Plan.  The 
intended  effect  of  this  rule  is  to  be 
responsive  to  producers  and  commodity 
groups  who  have  expressed  a  desire  for 
insurance  which  more  equitably  reflects 
the  actual  production  levels  documented 
by  producers. 

DATES:  Effective  Date:  November  15. 
1982.  Comment  Date:  Written  comments. 
data,  and  opinions  on  this  interim  rule 
must  be  submitted  not  later  than 
January  1-1. 1983.  to  be  sure  of 
consideration. 

ADDRESS:  Written  comments  on  this  rule 
should  be  sent  to  the  Office  of  the 
Manager.  Federal  Crop  Insurance 
Corporation.  U.S.  Department  of 
Agriculture.  Washington.  D.C.  20250. 
FOR  FURTHER  INFORMATION  CONTACT: 
Peter  F.  Cole.  Secretary.  Federal  Crop 
Insurance  Corporation.  U.S.  Department 
of  Agriculture.  Washington.  D.C.  202S0. 
telephone  (202)  447-3325. 

The  Impact  Statement  describing  the 
options  considered  in  developing  this 


interim  rule  and  the  impact  of 
implementing  each  option  is  available 
'upon  request  from  Peter  F.  Cole. 

SUPPLEMENTARY  INFORMATION:  This 

action  has  been  reviewed  under  USDA 
procedures  established  in  Secretary's 
Memorandum  No.  1512-1  (June  11, 1981). 
and  has  been  classified  as  "not 
significant." 

Information  collection  requirements 
contained  in  the  regulations  to  which 
these  regulations  (7  CFR  Part  400)  apply, 
have  been  approved  by  the  Office  of 
Management  and  Budget  (OMB)  under 
the  provisions  of  44  U.S.C.  Chapter  35 
and  have  been  assigned  OMB  Nos. 
0563-0003  and  0563-0007. 

Merritt  W.  Sprague.  Manager,  FCIC, 
has  determined  that  (1)  this  action  is  not 
a  major  rule  as  defined  in  Executive 
Order  No.  12291  (February  17, 1981).  (2) 
this  action  does  not  increase  the  Federal 
paperwork  burden  for  individuals,  small 
business,  or  other  persons,  and  (3)  this 
action  conforms  to  the  Federal  Crop 
Insurance  Act,  as  amended  (7  U.S.C. 
1501  et  seq.),  and  other  applicable  law. 

The  title  and  number  of  the  Federal 
Assistance  Program  to  which  these 
regulations  apply  are:  Title — Crop 
Insurance;  Number  10.450. 

This  action  will  not  have  a  significant 
impact  specifically  upon  area  and 
community  development,  therefore. 
re\new  as  established  in  OMB  Circular 
A-95  was  not  used  to  assure  that  units 
of  local  government  are  informed  of  this 
action. 

It  has  been  determined  that  this  action 
to  promulgate  regulations  for  the 
implementation  of  FCIC's  Individual 
Yield  Coverage  Plan  constitutes  a 
review  under  the  provisions  of 
Secretary's  Memorandum  No.  1512-1 
(June  11. 1981).  The  sunset  review  date 
established  for  these  regulations  is 
September  1. 1987. 

It  has  also  been  determined  that  this 
action  is  exempt  from  the  provisions  of 
the  Regulatory  Flexibility  Act;  therefore, 
no  Regulatory  Impact  Statement  was 
prepared. 

Merritt  W,  Sprague.  Manager.  FCIC, 
has  determined  that  an  emergency 
situation  exists  which  warrants 
immediate  implementation  of  this  rule 
without  allowing  for  the  normal  60-day 
comment  period  prior  to  implementation 
because  the  various  regulations  for 
insuring  crops,  to  which  the  provisions 
of  the  new  Individual  Yield  Coverage 
Plan  will  apply,  require  that  changes  in 


those  regulations  be  made  prior  to  the 
cancellation  date  for  the  crop  insured. 
The  earliest  cancellation  date  among  the 
regulations  to  be  affected  by  the 
Individual  Yield  Coverage  Plan  is 
September  30.  Therefore,  this  plan  has 
been  implemented  so  as  to  be  effective 
for  the  1983  crop  year.  Further,  since  the 
implementation  of  the  Individual  Yield 
Coverage  Plan  meets  the  requests  of 
producers  by  providing  coverage  based 
more  nearly  on  actual  production 
reported  by  the  producer  on  certain 
crops,  these  regulations  provide  a 
.benefit  to  those  producers  insuring  crops 
imder  its  provisions.  There  are  no 
changes  to  the  basic  regulations  for 
insuring  crops  under  the  added 
provisions  of  the  Individual  Yield        -  ■ 
Coverage  Plan,  but,  producers  must  be 
given  sufficient  time  to  decide  on  their 
insurance  plans  in  light  of  this  new  plan. 
Since  sufficient  time  was  not  available 
to  permit  the  normal  comment  period 
prior  to  issuing  these  regulations  and 
they  are  issued  at  this  time  as  an  interim 
rule. 

FCIC  is  soliciting  public  comment  on 
the  Individual  Yield  Coverage  Plan 
regulations  for  60  days  after  publication 
in  the  Federal  Register,  and  the  interim 
rule  will  be  scheduled  for  review  so  that 
a  final  document  discussing  comments 
received  and  any  amendments  required 
can  be  published  in  the  Federal  Register' 
as  soon  as  possible. 

Pursuant  to  the  admirustrative 
provisions  in  5  U.S.C.  553.  it  is  found 
upon  good  cause  that  notice  and  other 
public  procedure  with  respect  to  this 
interim  rule  prior  to  implementation  are 
impracticable  and  contrary  to  the  public 
interest;  however,  comments  are 
solicited  for  60  days  after  publication 
and  such  comments  made  pursuant  to 
this  notice  will  be  available  for  public 
inspection  in  the  Office  of  Manager 
during  regular  business  hours,  Monday 
through  Friday. 

Background 

In  the  past,  many  producers  have  said 
that  coverages  offered  by  FCIC  on 
certain  crop  insurance  programs  have 
not  equitably  refiected  actual  production 
levels  and  that  FCIC  should  develop  a 
program  to  offer  an  insurance  plan  that 
more  nearly  reflects  that  production 
level.  In  order  to  meet  these  requests, 
FCIC  has  developed  a  plan  of  insurance 
called  the  Individual  Yield  Coverage 
Plan  as  an  adjunct  to  certain  crop 
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insurance  programs,  applicable  where 
indicated  on  the  actuarial  table  on  file 
for  such  crops.  This  action  has  been 
taken  under  the  authority  contained  in 
Section  S08(a)  of  the  Federal  Crop 
Insurance  Act.  as  amended,  which 
stales  that.  ".  .  .  Any  insurance  offered 
against  loss  of  yield  shall  make 
available  to  producers  protection 
against  loss  in  yield  that  covers  75  per 
centum  of  (he  recorded  or  appraised 
average  yield  of  the  commodity  on  the 
insured  farm  for  a  representative  period 
(subject  to  such  adjustments  as  the 
Board  may  prescribe  to  the  end  that  the 
average  yields  fixed  for  farms  in  the 
same  area,  which  aie  subject  to  the 
same  conditions,  may  be  fair  and  just)." 

In  developing  the  Individual  Yield 
Coverage  Plan.  FCIC  determined  that 
yield  certification  requirements  may 
prove  difficult  for  producers  who 
customarily  feed  crop  production  to 
livestock  or  poultry  and  have  not  had 
adequate  records  to  be  eligible  for 
USDA  proven  jield  programs.  These 
same  difficulties  would  be  experienced 
by  such  producers  who  wish  to  become 
eligible  for  the  Individual  Yield 
Coverage  Plan:  therefore.  FCIC  has 
developed  an  Indi\idual  Certified  Yield 
Plan  (ICYP)  for  such  producers  on 
certain  crops  within  the  Individual  Yield 
Coverage  Plan.  The  actuarial  table 
determines  if  a  crop  is  eligible  for  the 
certified  jield  plan. 

FCIC  herewith  issues  the  regulations 
to  prescribe  procedures  for  an 
Individual  Yield  Coverage  Plan  (lYCP) 
as  an  adjunct  to  certain  crops.  These 
regulations  are  effective  with  the  1983 
and  succeeding  crop  years.  The  crops 
initially  designated  for  lYCP  include 
Corn.  Grain  Sorghum.  Oats.  Wheat. 
.Barley  and  Soybeans  although  certain 
areas  will  not  be  eUgible  until  the  1984 
crop  year. 

List  of  Subjects  in  7  CFR  Part  400 

Crop  insurance.  Individual  yield 
coverage. 

Interim  Rule 

Accordingly,  pursuant  to  the  authority 
contained  in  the  Federal  Crop  Insurance 
Act.  as  amended  (7  U.S.C.  1501  et  seq). 
the  Federal  Crop  Insurance  Corporation 
hereby  issues  a  new  Part  in  Chapter  IV 
of  Title  7  of  the  Code  of  Federal 
Regulations  to  be  known  as  7  CFR  Part 
■lOO^Ccneral  Administration 
Regulations — Individual  Yield  Coverage 
Plan  (lYCP).  effective  with  the  1983  and 
succeeding  crop  years,  to  read  as 
follows; 


PART  400— GENEHAL 
ADMINISTnATIVE  REGULATIONS 

Subpart  A— [Reserved] 
Subpart  B— Individual  Yield  Coverage  Plan 
Regulations  lor  the  1983  and  Succeeding 
Crop  Years 

S«c. 

400.1  Availability  of  Individual  Yield 
Coverage  Plan. 

400.2  Oermitions. 

400.3  Yield  certirication  and  acceptability 

400.4  Responsibilities. 

400  5    Qualificabons  for  Individual  Yield 

Coverage  Plan. 
400  6    Modifications  through  indi\idual 

certification  of  yield  (Individual  Certiiied 

Yield  Plan— ICYP). 
Authority:  Sec  508.  Pub.  L  75-430.  52  Slat. 
72.  as  amended  (7  U.S.C  1508). 

§400.1     Availability  o(  Individual  Yield 
Coverage  Plan. 

Individual  Yield  Coverage  Plan  (TyC?) 
shall  be  offered  under  the  provisions 
contained  in  7  CFR  Parts  400  through  499 
within  limits  prescribed  by  and  in 
accordance  with  the  provisions  of  the 
Federal  Crop  Insurance  Act.  as 
amended  (7  U.S.C  1501  el  seq.).  only  on 
those  crops  upon  which  the  actuarial 
table  provides  that  H'CP  is  available. 
All  provisions  of  the  applicable 
standard  insurance  contract  for  the  crop 
apply,  except  those  provisions  which 
are  in  conflict  with  this  part. 

i  400.2    Definitions. 

In  addition  to  the  definitions 
contained  in  the  crop  insurance 
contract  the  following  definitions,  for 
the  purposes  of  Individual  Yield 
Coverage  Plan  insurance  are  appUcable: 

(a)  "Appraised  Yield"  for  each  crop 
year  used  in  determining  the  guarantee 
under  lYCP  is  determined  by  multiplying 
the  Statistical  Repotting  Service  (SRS) 
yield  by  the  insured's  jield  index. 

(b)  "Area  Average  Yield"  is  the 
appraised  average  jield  upon  which  the 
guarantee  is  based  for  the  insured  crop, 
area,  type,  and  practice,  and  is  the 
average  for  the  area  over  the  based 
period.  It  is  contained  in  the  actuarial 
table. 

(c)  "Area  Coverage  Plan"  is  the 
coverage  and  rate  assigned  by  the  FCIC 
Actuarial  Division  for  homogeneous 
areas  and  producers. 

(d)  "Individual  Yield  Certification"  is 
the  appraised  result  of  the  examination 
of  the  insured's  records  of  planted 
acreage  and  production  certified  by  the 
county  Agricultural  Stabilization  and 
Conservation  Service  (ASCS)  office. 

(e)  "lYCP  Average  Yield  "  is  a 
computation  based  on  the  average  of  the 
recorded  and  appraised  yields  for  a  10- 
year  penod.  Including  a  combination  of 
a  miniraum  of  the  3  most  recent  years 


recorded  yields  is  required  unless  the  ' 
insured  proceeds  under  7  CFR  400.6.  The 
insured  is  required  to  use  recorded  1 

yields  if  available  and  continuous  with 
the  mi.^inlum  period.  ' 

■(f)  "lYCP"  is  Individual  'Yield 
Coverage  Plan.    .  ' 

(g)  "ICYP"  is  the  Individual  Certified 
Yield  Plan  within  lYCP  and  is  controlled 
by  7  CFR  400.6. 

(h)  "Recorded  Yield"  is  the  yield  that 
is  based  on  the  producer's  records  of 
planted  acreage  and  production  certified 
by  ASCS. 

(i)  "SRS  Yield"  is  production 
information  derived  by  the  Statistical 
Reporting  Service  on  a  county,  crop,  and 
practice  basis  as  may  be  modified  by 
FCIC  for  factors  necessary  to  conform  to 
sound  actuarial  practice.  

(j)  "Yield  Index"  is  the  result  obtained 
by  dividing  the  total  recorded  yield  for 
the  years  SRS  yield  is  available  by  the 
total  SRS  yield  for  those  years. 

{  400.3    Yield  certification  and 
acceptability. 

The  producer  shall  initiate  the  request 
for  individual  yield  certification  and 
shall  pro\ide  records  of  planted  acreage 
and  production  for  this  purpose  to  the 
county  ASCS  office.  The  request  and 
records  must  be  submitted  at  least  15 
days  pnor  to  the  sales  closing  date  for 
the  crop  in  the  county.  The  ASCS  office 
will  examine  the  producer's  records  and. 
if  acceptable,  record  the  actual  yield 
obtained  from  the  records,  determine  the 
relationship  of  such  yields  to  the  SRS 
yields  for  the  same  years,  and  apply  the 
yield  index  to  the  SRS  yields  for  the 
years  for  which  the  producer  does  not 
have  acceptable  records.  The  ASCS 
Office  will  complete  the  individual  jield 
certification  form. 

§  400.4    Responsibilities. 

(a)  The  producer  is  solely  responsible 
for  the  timely  submission  of  Ihe 
individual  yield  certification  to  the 
service  office  after  its  completion  by  the 
ASCS  office. 

(b)  The  service  office  is  responsible 
for  the  explanation  of  the  Individual 
Yield  Coverage  Plan  (lYCP)  to  the 
producer,  and  upon  receipt  of  the 
individual  yield  certification  form  is 
responsible  for  determining  that  the 
form  is  completed  correctly. 

§  400.5     Qualifications  for  Individual  Yield 
Coverage  Plan. 

Producers  may  elect  to  substitute  the 
lYCP  Average  Yield  for  the  Area 
Average  Yield. 

(a)  For  the  producer  to  qualify  for 
lYCP  tor  any  crop  year,  the  completed 
individual  yield  certification  form  must 
be  received  in  the  Crop  Insurance 
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Service  office  not  later  than  the  sales 
closing  date  for  the  crop  and  the  year. 

(b)  For  a  crop  and/or  a  unit  to  qualify 
for  lYCP,  a  minimum  of  3  years  of 
records  on  a  crop  basis  of  planted 
acreage  and  production,  under  the 
control  of  either  the  landlord  or  tenant, 
must  be  provided  to  ASCS  for  all  units 
and  be  certified  by  ASCS.  Records  for 
up  to  10  years  shall  be  used  where  such 
records  are  available  and  the  same 
farming  practices  are  follow/ed  for  that 
period  of  time.  There  can  be  no  break  in 
continuity.  A  year  in  which  no  acreage 
was  planted  to  the  crop  on  the  unit  or  in 
which  a  different  practice  was  followed 
will  not  be  considered  a  break  in 
continuity. 

(c)  Either  the  landlord's  or  tenant 
operator's  records  may  qualify  the  other 
party  for  the  same  lYCP  guarantee.  If  a 
conflict  exists  between  the  records  of 
the  landlord  and  the  tenant  operator,  the 
Corporation  will  determine  which 
record  will  be  used. 

(d)  When  land  is  added  to  a  unit  with 
satisfactory  records,  the  lYCP  average 
yield  will  be  the  same  as  for  the  land  to 
which  It  was  added. 

(e)  When  land  is  added  as  a  separate 
insurance  unit,  the  lYCP  average  yield 
will  be  that  of  the  closest  unit  of  the 
same  crop  and  practice. 

(f)  When  land  has  been  added  upon 
which  less  than  3  continuous  years  of 
records  are  available,  the  production 
and  acreage  records  %vill  be  used  for  the 
years  they  are  available  and  paragraphs 
(d)  and  (e)  of  this  section  will  be  used 
for  the  years  when  adequate  records  are 
not  available. 

(g)  When  participation  in  rYCP  is 
continuous,  ASCS  certification  under 
this  part  for  up  to  10  years  will. and 
production  for  all  prior  years  in  which 
the  producer  participated  in  lYCP.  be 
used  in  calculating  the  lYCP  average 
yield. 

(h)  The  premium  shall  be  contained  in 
the  actuarial  table  and  will  be  the  same 
as  aoolicable  under  the  Area  Coverage 
Plan'.' 

§  400.6  Modificalioni;  ttirough  individual 
certification  of  yield.  (Individual  Certified 
Yield  Plan.) 

(a)  In  addition  to  the  provisions 
contained  in  §§400.1,  400.2.  400.3,  400.4. 
and  400.5  of  this  Part,  producers  who 
cuslomarly  feed  crop  production  lo 
livestock  or  poultry,  and  who  are  unable 
to  provide  adequate  records  sufficient  to 
become  eligible  for  the  lYCP  Plan,  will 
be  considered  for  eligibility  for  the 
Individual  Certified  Yield  Plan  (lYCP)  in 
certain  counties,  as  announced  by  the 
Manager,  FCIC. 

(b)  To  qualify  for  this  plan,  producers 
must  agree  to  certain  conditions  as 


contained  herein  and  to  provide  | 

information  to  the  ASCS  office  for  the 
county,  including  but  not  limited  to.  the 
following: 

(1)  Satisfactory  acreage  and  yield  ' 
records  for  at  least  the  most  recent  crop 
year 

(2)  Acreage  and  yield  records  of  the 
crop  for  prior  years,  even  though  such 
records  may  be  incomplete. 

(3)  Feeding  records,  fertilization  and 
liming  records,  soil  conservation 
methods  used,  land  tillage  practices, 
insecticide  and  herbicide  records, 
planting  pattern  and  population  data, 
and  equipment  adequacy  information. 

(4)  Certification  of  acreage  and  yield    I 
data  for  the  previous  2nd  and  3rd  years 
when  written  records  are  unavailable. 

(5)  Agreement  to  disregard  any  unit      I 
division  guideline  provisions  of  the  crop 
insurance  policy. 

(6)  Records  of  acreage  and  yield  for 
each  future  year  thai  the  insurance  is  in  I 
force.  (Failure  to  provide  such  records  in 
accordance  with  the  provision  of 

|§  400.3  and  400.5  will  result  in 
insurance  being  based  on  the  area 
coverage  plan.) 

(7)  Agreement  to  convert  to  the  lYC 
Plan  for  determining  yields  as  soon  as  3 
consecutive  years  acreage  and  yield 
records  are  available. 

(8)  Producer  certified  yields  will  be 
reviewed  by  FCIC  and  may  be  adjusted 
by  the  Corporation  prior  to  the  final  i 
yield  determination  by  ASCS. 

(9)  The  producer  may  request  FCIC  to 
assist  in  establishing  satisfactory 
acreage  and  yield  information  through 
field  appraisals  of  potential  production, 
bin  measurements,  etc.  The  Corporation 
will  determine  if  any  evidence  offered 
by  the  producer  is  relevant  to  the 
determination  of  yield  on  the  unit. 

(10)  The  producer  must  request  the 
certified  yield  plan  in  accordance  with 
the  provisions  of  §§  400.3  and  400.5  from 
the  county  ASCS  office. 

(11)  The  premium  per  acre  shall  be  the 
production  guarantee  per  acre  under  this 
plan  times  the  applicable  price  election 
limes  the  applicable  premium  rate  for 
the  crop  insured. 

Done  in  Wasliington.  D.C..  on  .November  4. 
1982. 

Peler  F.  Cole. 

Secretary.  Federal  Crop  Insurance 
Corporatton. 

Approved  by: 
Memtt  \V.  Sprague. 
Manager. 

Dated:  .N'ovember  4. 1982. 
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CAN  lull.  nu.   I  J/ J 

Program  to  base  yield  guarantees  on  actual  production  history  for  cotton  and 
rice  beginning  in  1984  and  all  other  crops  beginning  in  1987. 


BACKGROUND 

On  May  25,  1983,  the  Board  of  Directors  approved  the  following  resolution: 

RESOLVED,  that  the  Manager  of  the  Corporation  be,  and  he  is  hereby, 
directed  to  require  that  all  yield  guarantees  be  based  on  actual 
production  history  determined  on  a  natural  unit  basis  for  crops  insured 
by  the  Corporation  effective  on  or  before  July  1,  1986,  AND  BE  IT  FURTHER 

RESOLVED,  that,  with  regard  to  yield  guarantees  for  cotton  and  rice,  for 
which  yield  records  presently  exist  in  county  Agricultural  Conservation 
and  Stabilization  Service  (ASCS)  offices,  by  farm  serial  number,  the 
requirement  that  such  yield  guarantees  be  based  on  actual  production 
history  determined  on  a  natural  unit  basis  shall  be  effective  to  the 
extent  feasible  for  those  crops  beginning  with  the  1984  crop  year.  For 
the  purposes  of  cotton  and  rice  programs,  farms  as  constituted  by  ASCS 
shall  qualify  as  natural  units. 

This  resolution  was  adopted  because  of  Board  concern  about  progressive  adverse 
selection,  which  has  resulted  in  rates  and  coverages  that  often  bear  little 
resemblance  to  the  real  risk  and  productive  capacity  of  efficient  farmers. 

Individual  Yield  Coverage  (lYC)  is  presently  offered  as  an  option  to  corn, 
cotton,  dry  bean,  flax,  grain  sorghum,  rice,  sunflower,  wheat,  barley,  and 
oats  growers.  lYC  was  developed  in  response  to  grower  and  insurance  company 
desires  to  base  yield  guarantees  on  actual  production.  Grower  yield 
certification  (GYC)  is  currently  the  sole  base  for  yield  guarantees  in  many 
specialized  crops. 
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AVAILABILITY 

For  cotton  and  rice,  yield  guarantees  will  be  based  on  actual  production 
history  beginning  with  the  1984  crop  year,  provided  appropriate  rules  and 
procedures  are  in  place  on  time.  For  all  other  insured  crops,  except  timber, 
but  including  any  limited  pilot  programs  that  may  be  in  place  at  the  time, 
yield  guarantees  will  be  based  on  actual  production  history  beginning  with 
crop  year  1987. 

Three  years  of  actual  production  history  will  be  required  to  be  eligible  for 
crop  insurance  coverage. 

"  LIVESTOCK  PRODUCERS 

Producers  who  customarily  feed  crop  production  to  livestock  or  poultry,  and 
who  traditionally  have  been  unable  to  provide  adequate  records  to  qualify  for 
lYC,  will  be  eligible  for  this  program.  Average  yield  will  be  determined 
based  on  available  records  or,  if  no  suitable  records  are  available,  the  ASCS 
county  committee  will  be  furnished  SRS  data  from  the  Field  Actuarial  Office 
(FAO)  and  asked  to  recommend  an  appropriate  yield  taking  neighboring  farms  and 
known  farming  practices  into  account.  The  FAO  will  make  the  final 
determination. 

Upon  request  by  a  producer,  FCIC  will  assist  in  and  pay  for  appraisals  of 
standing  crops  when  necessary  to  verify  production. 

In  ^••jQry   case,  producers  qualifying  under  this  provision  will  be  required,  as 
a  condition  of  acceptance  of  their  application,  to  maintain  adequate  yield 
records  in  future  years.  Producers  will  be  encouraged  to  maintain  records 
with  the  county  ASCS.  In  other  cases,  FCIC  will  provide  the  producer  with  the 
necessary  forms  and  guidance  to  begin  a  record  keeping  system  acceptable  to 
FCIC.  (FCIC  programs  to  assist  in  the  establishment  of  record  keeping  systems 
will  be  discussed  in  more  detail  later  in  this  exhibit). 

POLICIES  AND  PROCEDURES 

For  cotton  and  rice,  new  crop  policies  will  be  written  to  reflect  changes 
enumerated  elsewhere  in  this  exhibit. 

For  other  crops,  management  intends  that  new  policies  and  procedures  will  be 
developed  for  implementation  prior  to  the  1987  crop  year. 

RATE  TABLES 

For  cotton  and  rice,  new  rate  tables  will  be  constructed  for  the  1984  crop 
year.  Existing  rates  will  be  used,  but  each  rate  classification  will  be  tied 
to  a  corresponding  yield  range.  Higher  yields  will  have  lower  rates,  and  vice 
versa,  on  the  principle  that  higher  yields  carry  less  risks. 
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[It  should  be  noted  that  a  study  of  the  overall  actuarial  soundness  of  the  - 
crop  insurance  program  is  now  ongoing  (RFP#  OOl-FCIC-83,  awarded  April  5, 
1983,  to  Milliman  i  Robertson,  Inc.).  Among  the  items  specifically  identified 
for  examination  in  the  RFP  were  rate  tables  and  premium  adjustment  tables. 
Therefore,  proposed  changes  in  rate  determination  will  apply  to  the  1984  crop 
year  only.  Permanent  changes,  taking  into  account  the  Milliman  &  Robertson 
study,  will  be  made  later.] 

For  other  crops,  it  is  management's  intention  to  construct  a  new  rate  table, 
effective  no  later  than  crop  year  1987,  utilizing  a  percentage  premium  rate' 
based  on  range  of  yield.  Low  yields  would  have  a  higher  rate  and  high  yields 
would  have  a  correspondingly  lower  rate. 

For  the  three  year  transitional  period,  area  rate  and  coverage  tables  will  be 
adjusted  annually  to  encourage  farmers  to  move  to  lYC.   Beginning  with  the 
1984  crop  year,  rates  will  be  increased  and  guarantees  will  be  reduced  in 
areas  where  appropriate,  subject  to  actuarial  sufficiency.  Comparable 
adjustments  will  be  made  in  area  rate  and  coverage  tables  for  the  1985  and 
1986  crop  years.  These  adjustments  will  be  publicized  and  used  as  a  marketing 
tool  to  push  fanners  into  lYC. 

PREMIUM  ADJUSTMENT  TABLE 

A  new  premium  adjustment  table  as  described  below  will  apply  to  all  cotton  and 
rice  policyholders,  including  new  and  existing  insureds,  beqinninq  in  croo 
year  1984.  .   a    a      v 

A  producer's  yield  guarantee  will  be  compared  with  his  actual  production 
history  over  a  ten  year  period.  A  loss  year  will  occur  in  each  year  that  his 
actual  production  fell  short  of  his  guarantee.  For  example,  if  a  producer 
elected  level  3  coverage,  a  loss  year  would  have  occurred  in  each  year  his 
yield  fell  below  his  guarantee,  or  75%  of  his  average.   Under  coverage  levels 
2  and  1,  loss  years  would  have  occurred  in  each  year  his  yield  fell  below  65% 
and  50e  of  his  average,  respectively. 

Under  the  new  table,  the  insured  will  be  entitled  to  a  discount  with  0  or  1 
loss  years.  He  will  pay  the  base  rate  with  2  loss  years,  and  will  be  assessed 
an  "experience  surcharge"  for  3  or  more  loss  years. 

Loss  Years  Premium  Adjustment 

0  -40% 

1  -20% 

2  0 

3  +20% 

4  +50% 
5  or  more                 +100% 

For  existing  policyholders,  this  new  table  will  replace  the  table  contained  in 
the  cotton  and  nee  policies,  and  will  apply  as  though  the  insured  had  been  a 
policyholder  for  the  last  ten  years. 
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For  crop  year  1985  and  beyond,   for  all   crops,  management  intends  to  develop  a 
new  premium  adjustment  table,   taking  into  account  the  findings  of  the  Milliman 
&  Robertson  study,   that  would  respond  to  the  Board's  desire  to  have  a  more 
responsive  table. 

UNIT  DEFINITIOM 

For  cotton  and  rice,   farms  as  constituted  by  ASCS  and  identified  by  farm 
serial   numbers  will   constitute  one  unit.     Insured  acreage  within  a  farm  serial 
number  that  extends  beyond  county  lines  will   be  treated  as  though  it  were 
within  the  same  county  through  execution  of  an  FCIC  2  agreement  with  the 
insured.     All   insurable  units  in  a  farming  operation  will   be  required  to  be 
Insured. 

For  other  crops  beginning  no  later  than  1987,  management  intends  to  consider 
proposals,  in  line  with  the  Board's  stated  desire,  to  redefine  a  unit  in  the 
broadest  possible  terms. 

The  resolution  approved  by  the  Board  requires  that  yield  guarantees  be 
determined  on  a  "natural  unit  basis."     Natural   units  are  defined  as  100%  sha 
of  one  crop  operated  as  a  farm  entity  within  a  county. 

Management  will   consider  expanding  this  definition  to  include  partial   shares 
and  to  cover  land  operated  as  part  of  a  farm  entity  outside  county 
boundaries.     Management  will   also  consider  using  ASCS  constituted  farms  as  the 
definition  of  a  unit.     Further  discussions  on  this  subject  will   be  held  at 
future  Board  meetings. 

RECORDS 

For  cotton  and  rice,  ASCS  records  will   continue  to  be  used  as  the  basis  for 
yield  guarantees. 

In  certain  cotton  areas,  ASCS  records  reflect  blended  yields  with  no 
distinctions  made  for  irrigated  vs.  non-irrigated  lands  or  differences  in 
other  farming  practices,   such  as  varying  skip-row  planting  patterns.     In  these 
cases,  FCIC  will   furnish  the  ASCS  county  committees  with  forms  containing 
appropriate  SRS  yield  data  and  request  that  the  committees  estimate  the  yields 
by  farming  practice.     The  ASCS  committee  recommendation  will   then  be  reviewed 
by  the  FAO  for  determination  of  final  yield  guarantees. 

FCIC  will,   to  the  maximum  extent  feasible,  adopt  the  ASCS  definition  of 
"skip-row"  in  order  to  standardize  terms  and  measurements.     (This  should  have 
minimal   effect  on  yield  guarantees  because  FCIC  calculates  yield  on  net  acres 
when  skip-row  patterns  are  employed.     Even  if  the  tighter  ASCS  definition 
results  in  greater  "net"  acres,   thus  reducing  the  per-acre  guarantee,   the 
potential    savings  would  be  offset  by  the  higher  total   number  of  acres  insured). 
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In  the  case  of  new  growers  and  multiple  growers  operating  under  the  sane  farm 
serial  number,  FCIC  will  request  ASCS  committees  to  provide  recommendations  in 
the  same  manner  used  for  blended  yields.  A  new  producer  beginning  operation 
on  a  farm  with  an  established  production  history  shall  assume  that  history  for 
a  maximum  of  three  years  for  determination  of  yield  guarantees.  The  FAO  will 
make  the  final  determinations  of  yield  guarantees  in  all  such  instances. 

It  is  anticipated  that  substantial  numbers  of  rice  growers  whose  rice 

production  began  following  the  termination  of  the  rice  allotment  program  will 

have  less  than  ten  years  of  ASCS  records.  In  these  cases,  actual  production 

history  will  be  used  to  the  maximum  extent  possible. 

For  growers  with  three  or  more  years  of  records,  the  actual  production  history 
will  be  used  and  an  index,  based  on  the  county  average  and  the  insureds 
percentage  yield  above  the  county  average  in  recorded  years,  will  be  applied 
to  the  remaining  years  to  form  a  ten  year  base. 

Growers  with  less  than  three  years  of  records  will  be  ineligible  for  crop 
insurance  until  three  years  of  actual  production  history  are   available. 

FCIC  RESPONSIBILITIES 

For  all  crops,  FCIC  will  develop  a  program  as  quickly  as  possible  to  assist 
farmers  in  establishing  a  record  keeping  procedure.  The  program  will  include, 
but  not  be  limited  to,  the  following: 

1.  A  letter  will  be  sent  to  all  insureds  advising  them  of  the  policy 
change  and  encouraging  them  to  begin  adequate  record  keeping 
procedures  immediately. 

2.  A  letter  will  be  sent  to  all  farmers  advising  them  that  beginning  in 
1987,  federal  crop  insurance  policies  will  be  based  on  actual 
production  history,  and  encouraging  them  to  begin  adequate  record 
keeping  procedures  now  in  the  event  they  decide  at  some  future  date  to 
purchase  crop  insurance. 

3.  Farmers  will  be  encouraged,  through  use  of  media,  direct  mail  and 
other  marketing  techniques,  to  establish  a  record  maintenance 

arrangement  with  ASCS. 

4.  FCIC  will  develop  a  package  containing  record  keeping  forms  and 
instructions  (along  the  lines  of  a  home  training  course)  to  assist 
farmers  in  establishing  a  records  keeping  system.  Crop  Insurance 
agents  will  be  encouraged  to  work  with  insureds  and  potential  insureds 
to  assure  that  a  record  keeping  system  acceptable  to  FCIC  is  in 
place.   FCIC  will  work  cooperatively  with  Agricultural  Extension 
Service  Farm  Management  Specialists  and  agricultural  lending 
institutions  in  the  development  and  implementation  of  this  phase  of 
the  program. 
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5,  Any  adopted  record  keeping  procedure  will  have  to  be  acceptable  to" 
ASCS,  and  ASCS  will  be  asked  to  verify  all  yield  records  based  on 
similar  farms  and  farming  practices. 

6.  A  major  marketing  push  will  be  developed  around  the  lYC  theme  to  nudge 
as  many  fanners  as  possible  into  lYC  in  the  next  three  years.  Virtues 
of  lYC,  particularly  the  rate  and  coverage  comparisons,  will  be 
extolled,  and  agents  will  be  trained  in  lYC  and  strongly  encouraged  to 
concentrate  sales  efforts  around  conversion  to  individual  yield 
coverage. 

6YC  CROPS 

For  crops  presently  covered  under  the  Grower  Yield  Certification  (GYC) 

program,  canner  and  processor  records  will  continue  to  be  acceptable  for  yield 

determination.  All  other  procedures,  as  described  above,  will  apply  to  GYC 
producers. 

RESOLUTION 

I  recommend  approval  of  this  program  through  use  of  the  following  resolution: 

RESOLVED,  that  the  Manager  be,  and  he  is  hereby,  authorized  and  directed 
to  develop  regulations  and  procedures  for  the  implementation  of  a  program 
to  base  yield  guarantees  on  actual  production  history  for  cotton  and 
rice,  beginning  in  the  1984  crop  year,  and  for  all  other  crops  beginning 
in  the  1987  crop  year,  in  accordance  with  the  provisions  set  forth  in 
Exhibit  No.  1579,  pending  approval  for  legal  sufficiency  by  the  Office  of 
General  Counsel. 
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Mr.  English.  Mr.  Sprague,  because  yields  are  one  of  the  more 
important  factors  in  the  premium  rates,  could  you  supply  some  fig 
ures  for  the  record?  I  am  most  familiar  with  wheat.  I  kind  of  like 
to  work  in  wheat. 

Mr.  Sprague.  What  kinds  of  figures? 

Mr.  English.  The  national  average  yield  for  wheat  as  used  by 
the  Federal  Crop  Insurance  Corporation,  the  statistical  reporting 
service  and  the  program  yield  for  ASCS.  Also,  I  would  like  for  you 
to  supply  those  figures  for  the  State  of  Oklahoma  and  for  three 
Oklahoma  counties:  Garfield,  Cimarron,  and  Washita.  Any  other 
numbers  that  you  would  like  to  submit  for  comparison,  we  would 
also  appreciate  that. 

We  may  have  one  or  more  members  who  would  also  like  similai 
information  for  their  States,  so  I  will  leave  the  record  open  and  w€ 
will  give  them  the  opportunity  to  make  a  similar  request.  Wc 
would  appreciate  it  if  you  would  provide  that  information  for  the 
record. 

Mr.  Sprague.  We  would  be  pleased  to  provide  that. 

[The  information  follows:] 
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Year 


1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 


113 


Detail  yield  figures  for  the  Nation,  Oklahoma,  and  for  three 
Oklahoma  counties:     Garfield,  Cimarron,   and  Washita. 


National   Annual   All   Wheat  Yields  for  1974-82* 


SRS 

Yield  Per 

Planted  Acre 

TBuT) 

25.1 

28.4 

26.7 

27.1 

26.9 

29. 

29. 

31. 

32. 


*  FCIC  does  not  establish  a  national  wheat  yield. 
**  Only  available  for  1977-82. 


ASCS 
Wtd.  Avg. 
Pymt.  Yld.** 


32.0 
24.0 
31.0 
33.0 
35.0 
30.0 


Oklahoma  Annual  All  Wheat  Yields  for  1974-82* 


SRS 

SRS 

Irri  gated 

Won- Irri  gated 

ASCS 

Yield  Per 

Yield  Per 

Wtd.  Avg. 

Year 

Planted  Acre 

Planted  Acre 

Pymt.   Yld.** 

(Bu.) 

(Bu.) 

(Bu.) 

1974 

23.2 

19.1 

1975 

32.5 

21.5 

1976 

31.9 

19.1 

1977 

35.3 

22.1 

24.0 

1978 

28.7 

20.6 

34.0 

1979 

40.9 

30.8 

26.0 

1980 

38.8 

25.6 

28.0 

1981 

33.1 

21.6 

33.0 

1982 

40.0 

28.2 

29.0 

*  FCIC  does  not  establish  a  state  wheat  yield. 
**  Only  available  for  1977-82. 
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Garfield  County,  Oklahoma  All  Wheat  Yields  for  1974-82 


Year 


1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 


FCIC 

SRS 

ASCS 

Yield  Per 

Yield  Per 

Wtd.  Avg. 

Planted  Acre 

Planted  Acre 

Pymt.  Yld.* 

(Bu.) 

(Bu.) 

(Bu.) 

22.0 

21.6 

26.0 

26.1 

23.0 

22.5 

27.0 

27.0 

26.0 

34.0 

31.9 

23.0 

38.0 

36.4 

30.0 

33.0 

32.4 

33.0 

31.0 

31.1 

38.0 

36.0 

35.6 

34.0 

*  Only  available  for  1977-82 

Cimarron  County,  Oklahoma  All  Wheat  Yields  for  1974-82 


FCIC 

FCIC 

SRS 

SRS 

Irrigated 

Won- Irrigated 

Irrigated 

Non-Irrigated 

ASCS 

Yield  Per 

Yield  Per 

Yield  Per 

Yield  Per 

Wtd.  Avg. 

Year 

Planted  Acre 

Planted  Acre 

Planted  Acre 

Planted  Acre 

Pymt.  Yld.* 

(Bu.) 

(Bu.) 

(Bu.) 

(Bu.) 

(Bu.) 

1974 

20.0 

6.0 

20.2 

5.5 

1975 

37.0 

7.0 

36.7 

3.9 

1976 

38.0 

10.0 

38.2 

1.8 

1977 

43.0 

21.0 

43.0 

16.4 

18.0 

1978 

37.0 

13.0 

35.2 

10.3 

18.0 

1979 

44.0 

20.0 

40.6 

16.8 

22.0 

1980 

40.0 

20.0 

40.4 

20.0 

23.0 

1981 

37.0 

19.0 

36.5 

10.6 

27.0 

1982 

37.0 

15.0 

37.1 

12.6 

25.0 

*  Only  available  for  1977-82 

Washita  County,  Oklahoma  All  Wheat  Yields  for  1974-82 

Year 


1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 


FCIC 

SRS 

ASCS 

Yield  Per 

Yield  Per 

Wtd.   Avg. 

Planted  Acre 

Planted  Acre 

Pymt.  Yld.* 

(Bu.) 

(Bu.) 

(Bu.) 

20.0 

19.5 

18.0 

17.9 

20.0 

19.7 

25.0 

23.6 

22.0 

28.0 

24.8 

24.0 

35.0 

31.6 

26.0 

27.0 

26.4 

28.0 

28.0 

27.7 

32.0 

31.0 

29.6 

30.0 

*  Only  available  for  1977-82 


The  SRS  planted  yield  is  based  on  wheat  acreage  planted  for  all   purposes. 
Since  we  only  insure  wheat  planted  for  grain,  we  adjust  the  SRS  wheat  planted 
acres  to  reflect  more  closely  the  acreage  planted  for  grain  in  years  when 
sisjiificant  acreage  was  used  for  other  purposes  than  grain.     The  FCIC  county 
yields  shown  are  used  in  establishing  a  producer's  individual  yield  for  the 
Individual   Yield  Coverage  Program  if  the  producer  provides  less  than  10  years 
of  individual  yield  data. 
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Mr.  English.  We  will  move  on  to  the  area  of  sales. 

Mr.  Naylor,  from  the  material  that  was  supplied  to  the  Congress, 
it  appears  that  the  Corporation  has  decided  that  its  policies  will  be 
sold  through  two  avenues — the  master  marketers  and  the  rein- 
sured companies.  Some  service  will  be  offered  in  isolated  areas  by 
Federal  employees  whose  agencies  have  offices  in  those  areas,  but 
it  is  expected  that  this  is  only  going  to  be  a  minor  sort  of  thing. 

Why  did  the  Board  narrow  it  down  only  to  these  two  areas? 

Mr.  Naylor.  Mr.  Chairman,  the  Congress,  in  passing  the  1980 
act,  said  that  it  was  their  intent  to  use  the  private  sector  to  the 
maximum  extent  feasible  to  be  the  delivery  mechanism.  There  are 
really  only  two  types  of  systems  today  that  either  use  a  private 
company  and  their  agency  force — and  that  may  or  may  not  be 
through  a  general  agency  or  their  own  captive  sales  force — or  to 
contract  directly  with  individual  sales  representatives  in  some  form 
which,  in  the  case  for  efficiency,  is  the  master  marketer  system 
that  we  have  adopted  to  deal  directly  with  Federal  paper. 

That  reflects  the  implementation  of  that  policy  in  using  private 
sector  individuals  to  deliver  the  contracts.  We  concur  in  Congress 
action  and  the  administration  has  adopted  this  as  policy. 

Mr.  English.  But  it  would  seem  to  me  if  we  are  looking  at  a  par- 
ticipation problem  that  you  would  be  using  all  the  resources  at 
your  command  to  try  to  boost  that  participation  up  not  only  for  the 
sake  of  a  successful  program  but  just  from  the  standpoint  that  you 
have  got  to  have  it  for  a  good  actuarial  base. 

Mr.  Naylor.  Mr.  English,  these  contracts  are  very  complex  in- 
surance documents.  One  of  the  worst  things  we  could  do  both  for 
the  program  and  the  individual  producer  is  to  have  untrained  or 
unqualified  individuals  out  in  the  countryside  selling  these  or  ped- 
dling them,  as  the  case  may  be.  We  can  prevent  that  by  using  pro- 
fessionally trained  people,  and  we  are  doing  so.  It  is  important  for 
the  integrity  of  the  program  that  that  be  the  case. 

I  think  it  might  be  helpful  that  we  supply  you  considerable  addi- 
tional information  on  the  way  the  sales  force  has  been  operated 
and  the  background  on  some  of  the  policy  decisions  we  have  made 
for  the  record,  and  would  be  happy  to  discuss  it  with  you  in  a  hear- 
ing or  privately  at  length  further  at  your  discretion. 

[The  information  follows:] 

Prior  to  the  passage  of  the  amendments  to  the  crop  insurance  act  passed  in  1980, 
most  of  the  sales  were  made  by  FCIC  employees.  These  were  primarily  WAE  (When 
Actively  Employed)  individuals  working  within  their  local  counties,  and  permanent 
and  permanent  part-time  employees  in  county  offices  serving  from  one  to  a  dozen 
counties. 

In  certain  areas  of  the  country,  primarily  Minnesota,  Wisconsin  and  Virginia,  the 
agent  system  was  started  in  1954  and  carried  forward  through  1980,  Prior  to  1954, 
sales  and  service  responsibilities  throughout  the  country  were  with  ASCS,  then 
identified  as  Production  Marketing  Adminstration. 

Following  the  congressional  action  of  1980,  a  sustained  effort  has  been  made  to 
convert  the  sales  delivery  system  to  private  industry.  The  agent  system  used  prior 
to  1980  was  on  the  basis  of  exclusive  area,  usually  including  one  or  more  counties. 
The  agent  agreements  following  1980  discountinued  the  exclusive  sales  area  and 
made  it  possible  to  appoint  agents  without  regard  to  country  boundaries.  In  1981,  in 
addition  to  companies  contracted  through  reinsurance  agreements,  seven  companies 
were  put  on  an  agency  sales  and  service  contract  as  a  pilot  run.  This  system  was 
expanded  in  1982  to  72  companies.  As  of  the  present  time  we  have  60  companies 
under  contract  for  1983.  FCIC  has  totally  discontinued  contracting  directly  with  in- 
dividual agents. 
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Mr.  English.  I  think  that  is  a  point. 

I  would  also,  if  we  could,  like  to  have  the  minutes  of  the  meet-' 
ings  where  the  decision  was  made  to  narrow  it  down  to  these  two 
avenues,  any  meetings  held  in  the  last  couple  of  years  when  the 
subject  was  discussed. 

When  the  law  was  drafted,  it  was  part  of  the  intent  that  you 
would  have  as  broad  a  base  of  sales  as  possible  that  involved  virtu- 
ally everyone  and  everybody  in  trying  to  get  as  much  insurance 
sold  as  possible  and  to  provide  as  much  service  to  the  farmers  as 
possible.  You  are  telling  me  that  we  have  such  a  complicated 
animal  here  that  it  is  going  to  take  a  real  true  professional  insur- 
ance man  to  sell  it. 

[The  minutes  of  the  Board  meetings  follow:] 
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\  Uniied  Stales 
|;J  Department  of 
/     Agriculture 


V 

Federal  Crop 

Insurance 

Corporation 


Office  of  the 
President 


Washington,  D.  C. 
20250 


November  30,  1981 


SUBJECT: 


TO 


Board  Memo  Xo .  22  -  Marketing  Plans  for  Agency  Sales  and  Service 
Contractors  -  Quotas  and  Bonuses 

Board  of  Directors 


The  Agency  Sales  and  Service  Agreement  is  also  known  as  the  Master  Marketing 
Agreement  (MMA) .   Under  this  type  of  agreement,  private  insurance  companies 
and  associations  are  offered  the  opportunity  to  contract  with  the  Federal 
Crop  Insurance  Corporation  (FCXC)  to  provide  insurance  sales  and  services. 
They  are  compensated  on  a  commission  basis. 

Commission  rates  are  18  percent  for  new  business  and  13  percent  for  carryover 
business.   A  2  percent  bonus  is  paid  on  new  and  carryover  business  if  the 
company's  annual  marketing  plan,  which  must  be  approved  by  the  Corporation, 
is  achieved.   The  Annual  Marketing  Plans  (sales  goal)  were  calculated  centrally 
in  such  a  fashion  that  all  contractors  were  treated  impartially  based  on  their 
agent  plants  (number  of  agents)  ?.nd  scopes  of  operation. 

I.      The  Marketing  Plans  were  calculated  in  the  following  manner  for 
organizatiotBwith  Agency  Sales  and  Service  Agreements  only: 

A.  On  a  state  basis,  a  determination  was  made  of  the  number  of 
insured  acres  for  1982  which  must  be  on  the  books  in  order  for 

the  Corporation  to  reach  the  1982  goal  of  35  percent  participation. 

B.  From  this,  the  estimated  amount  to  be  written  by  reinsured  companies 
was  deleted  and  the  difference  then  multiplied  by  110  percent  to 
compensate  for  those  organizations  which  will  not  reach  their 
estimated  acreage  level.   The  result  is  the  business  volume 
allocated  to  .Agency  contractors  and  individual  agents. 

C.  Acreages  are  allocated  to  agency  organizations  in  proportion  to 
the  number  of  agents  each  has  in  the  state  using  a  formula  based 
on  nuniber  of  agents,  average  crop  size  and  number  of  crop  policies 
FCIC  anticipates  each  should  sell.   If  the  formula  yields  a  total 
acreage  for  all  organizations  in  excess  of  that  which  is  required 
for  the  state,  each  organization's  acreage  quota  is  factored  back 
to  th^  overall  state  total  required. 

D.  Proposed  marketing  volumes  within  the  Plans  of  Operation  were 
compared  with  the  formula  acreage  determinations.   In  cases  where 
the  proposed  acreage  exceeded  the  formula  determinations,  the 
Corporation  accepted  the  proposal  of  the  organization 
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For  example,  the  Marketing  Plan  submitted  by  the  National 
Association  of  Crop  Insurance  Agents  (NACIA)  indicated  that  their 
self-determined  acreage  goal  was  7.5  million  acres.   FCIC  accepted 
NACIA' s  proposed  acreage  goal.   If  FCIC  had  used  the  standard 
formula,  NACIA' s  acreage  goal  would  have  been  only  about  half  that 
amount. 

II.    The  Marketing  Plans  were  calculated  in  the  following  manner  for  organizations 
with  a  Reinsurance  Agreement  and  an  Agency  Sales  and  Service  Agreement: 

For  companies  with  both  Agency  Sales  and  Service  and  Reinsurance  Agreements, 
estimated  state  reinsured  premium  volume  was  deducted  from  the  formula  total 
such  that  an  agent  marketing  both  Reinsured  and  Agency  business  was  allocated 
the  same  acreage  requirement  as  would  a  representative  that  only  had  an 
.\gency  Agreement. 

Six  organizations  currently  hold  both  an  Agency  Sales  and  Service  Agreement 
and  Reinsurance  Agreement.    There  has  been  much  discussion  and  confusion 
regarding  how  these  organizations  are  expected  to  operate  under  the  dual 
Agreements.   Field  directors  who  are  designated  Corporation  representatives 
for  the  MHA's  are  responsible  for  insuring  that  the  organizations  are  oper- 
ating in  the  manner  stipulated  by  the  respective  Plans  of  Operation.   Field 
directors  who  are  not  designated  for  particular  MMA's,  but  have  them  oper- 
ating within  their  regions  are  also  responsible  for  insuring  that  the 
organizations  are  following  their  Plans  of  Operation,  and  must  conmiunicate 
any  deviations  from  the  Plans  to  the  designated  field  director. 


m 
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S\    United  Slates                       Federal  Crop  Office                                Washington,    D.C. 

I^Ji)   Department  of                      Insurance  of   the                                20250 

Agriculture                              Corporation  Manager 

May   6,    1982 

Subject:   Board  Memorandum  No.  57 

Amendment  to  the  Agency  Sales  and  Service  Contract — 1983  Crop  Year 

To     :   Board  of  Directors 


There  is  enclosed  for  your  consideration  and  approval  an  amendment  to  the  1983 
Agency  Sales  and  Service  Contract,  yet  to  be  issued  by  the  Corporation,  which 
specifies  that  the  1983  contract  may  be  effective  for  the  1983  fall-planted 
crop  sales  only.   A  new  contract  may  be  issued  to  be  effective  with  the  1983 
spring-planted  crop  sales. 

It  is  proposed  that  this  memorandum  of  amendment  be  sent  to  all  prospective 
Master  Marketers  under  Agency  Sales  and  Service  Contract,  requiring  that  the 
agreement  be  signed  and  returned  to  the  Corporation. 

This  is  an  initial  step  so  that  the  Corporation  may  implement  the  policies 
outlined  elsewhere  on  the  agenda  regarding  agent  training,  licensing  of  agents, 
liability  for  premium  collection,  and  financial  standards. 

I  recommend  approval  of  this  action  through  the  folloving  resolution: 

RESOLVED,  That  the  Manager  of  the  Federal  Crop  Insurance  Corporation 
be,  and  he  is  hereby,  authorized  to  notify  all  Master  Marketers 
under  Agency  Sales  and  Service  Contracts  to  be  signed  for  the  1983 
crop  year,  that  such  contracts  may  be  effective  for  the  1983 
fall-planted  crop  sales  only  and  that  a  new  contract  may  be  issued 
to  be  effective  with  the  1983  spring-planted  crop  sales. 


.one  o  y^^^^-y^ 

MEtolTT  W.  SPRACUEJ 
Manager    / 

Enclosure 


k 
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The  FeOe'ai  C'od  insurance 
Ccyporaiion  is  an  agency  oi  the 
Oepanmeni  ot  AgrH:u'lufe 
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LETTER  TO  MASTER  MARKETERS 


We  have  received  the  Agency  Sales  and  Service  Agreements  executed  for  your 
company. 

As  you  may  be  a«are,  the  management  of  the  Corporation  has  recently  changed. 
The  present  management  of  the  Corporation  has  reviewed  the  present  agreement 
provisions.   Several  of  you  have  also  questioned  certain  provisions  of  the 
revised  agreement  (FCIC-455  (Rev.  2-82)).   For  these  reasons  we  desire  to 
study  the  agreement  extensively  with  the  probability  of  proposing  several 
changes  to  the  present  language.   These  changes  will  be  proposed  prior  to 
the  opening  of  sales  for  spring  1983  crops.   We  realize,  however,  the  sales 
for  fall  1983  crop  are  beginning. 

In  order  to  further  study  the  contract  and  implement  any  changes  we  may  want 
to  make,  and  still  keep  from  disrupting  fall  sales,  we  propose  to  submit  a 
new  Agency  Sales  and  Service  Agreement  prior  to  December  1,  1982.   The 
agreement  presently  under  consideration  will  probably  be  cancelled  effective 
December  31,  1982. 

We  have  therefore  determined  not  to  enter  into  the  present  Agency  Sales  and 
Service  Agreement  unless  Addendum  No.  1  is  agreed  to.   Upon  your  execution 
and  return  of  the  enclosed  Addendum  No.  1,  and  assumLig  that  all  other 
requirements  are  met,  the  Agency  Sales  and  Service  Agreement  will  be 
executed  by  the  Corporation. 


MERRITT  W.  SPRAGUE 
Manager 

Enclosure 


Addendum  No.  1  for  1983  Crop  Year  Only 
Agency  Sales  and  Service  Agreement 
FEDERAL  CROP  INSURANCE  CORPORATION 

Notwithstanding  any  other  provision  of  the  basic  agreement  (Form 
FCIC-455  (Rev.  2-82))  for  the  1983  crop  year,  the  Corporation  may 
propose  amendments  to  or  cancel  the  agreement  prior  to  December  31, 
1982,  effective  with  respect  to  sales  of  spring  planted,  1983  crops. 
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Addendum  No.  1  for  1983  Crop  Year  Only 
Agency  Sales  and  Service  Agreement 
FEDERAL  CROP  INSURANCE  CORPORATION 


Notwithstanding  any  other  provision  of  the  basic  agreement  (Form 
FCIC-455  (Rev,  2-82))  for  the  1983  crop  year,  the  Corporation  may 
propose  amendments  to  or  cancel  the  agreement  prior  to  December  31, 
1982,  effective  with  respect  to  sales  of  spring  planted,  1983  crops. 


MERRITT  W.  SPRAGUE,  Manager  Name/Title: 

Federal  Crop  Insurance  Corporation      Company: 


Date:  Date: 
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United  Stales 
;,   Department  ol 


Federal  Crop 

Insurance 

Corporation 


Office 
of  the 
Manager 


Washington,  D.C. 
20250 


We  have  received  the  Agency  Sales  and  Service  Agreements  executed  for  your 
company . 

As  you  may  be  aware,  the  management  of  the  Corporation  has  recently  changed. 
The  present  management  of  the  Corporation  has  reviewed  the  present  agreement 
provisions.   Several  of  you  have  also  questioned  certain  provisions  of  the 
revised  agreement  (FCIC-455  (Rev.  2-82)).   For  these  reasons  we  desire  to 
study  the  agreement  extensively  with  the  probability  of  proposing  several 
changes  to  the  present  language.   These  changes  will  be  proposed  prior  to 
the  opening  of  sales  for  spring  1983  crops.  We  realize,  however,  the  sales 
for  fall  1983  crops  are  beginning. 

The  changes  under  consideration  include: 

(a)  A  proposal  that  each  agent  have  20  hours  of  training  provided  by  the 
Corporation,  at  the  agent's  expense,  for  each  crop  that  the  agent  is 
to  sell; 

(b)  A  proposal  that  each  agent,  agency,  or  broker  be  licensed  under  applicable 
State  laws  in  each  State  where  he  operates  prior  to  the  1984  crop  year; 

(c)  A  proposal  that  an  agent,  or  agency  may  not  both  adjust  losses  and  sell 
insurance  for  the  Corporation;  and 

(d)  A  proposal  that  agencies  be  required  to  collect  and  pay  premiums  in  the 
same  manner  as  the  reinsured  companies. 

In  order  to  further  study  the  contract  and  implement  any  changes  we  may  want 
to  make,  and  still  keep  from  disrupting  fall  sales,  we  propose  to  submit  a 
new  Agency  Sales  and  Service  Agreement  prior  to  December  1,  1982.   The 
agreement  presently  under  consideration  will  probably  be  cancelled  effective 
December  31,  1982. 

We  have  therefore  determined  not  to  enter  into  the  present  Agency  Sales  and 
Service  Agreement  unless  Addendum  No.  1  is  agreed  to.   Upon  your  execution 
and  return  of  the  enclosed  Addendum  No.  1,  and  assuming  that  all  other 
requirements  are  met,  the  Agency  Sales  and  Service  Agreement  will  be 
executed  by  the  Corporation. 


Enclosure 


MERR'ITT  W.    SP 
Manager 

The  Federal  Crop  Insurance 
;''^|i^      Corporation  t%  an  agency  ol  me 
~        ■    Depadmenl  ol  Agriculture 
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.^^■.    United  States  Federal 

'4  4  j'    Department  of  Crop 

^y   Agnculture  Insurance  Office  of  the  Washington,   D.C. 

Corporation  Chairman  20250 


Board  of  Directors 
Board  Memorandum  No.    62 

Chairman 


Master  Marketing  Association  Development  Committee's  Concerns  on  the 
1983  Agreement 


A  Master  Marketing  Association  Development  Committee  is  being  established 
to  develop  an  association  to  represent  the  Master  Marketing  companies 
contracting  with  the  Federal  Crop  Insurance  Corporation.   It  is  my 
understanding  that  the  committee  at  this  time  represents  thirty-one 
companies  ou«t  of  the  total  of  approximately  70. 

The  committee  requested  to  meet  with  the  Board  of  Directors  to  discuss 
the  1983  Agreement.   I  informed  them  that  this  would  not  be  possible  but 
that  I  would  meet  with  them  in  my  office  on  March  30,  1982. 

The  committee  representatives  attending  were: 

Tom  Buchanan,  Buchanan  and  Associates 

Billy  Joe  Bull,  Southern  Crop  Insurance  Agency 

Dean  Coe,  Thayer  Insurance  Agency 

E.  L.  Ross,  E.  L.  Ross  Agency,  Inc. 

Jerry  Estes ,  Corporate  Counsel  for  Thayer  and 

Teri  Thorp  with  Thayer  also  attended. 

Corporation  representatives  were  John  Hamilton,  Jim  Johnson  and  myself. 
Arnold  Grundeman  attended  at  my  request  to  clarify  a  section  of  the 
Agreement . 

The  committee  asks  that  I  present  their  concerns  to  the  Board  and 
wanted  to  know  what  the  chances  were  for  getting  some  changes  made  in 
the  1983  Agreement. 

I  informed  them  that  in  my  opinion,  the  chances  of  changing  the  Agreement 
were  very  remote  as  the  Agreement  had  been  approved  by  the  Board  and  the 
final  date  for  signing  the  Agreement  had  been  established  as  April  5,  1982. 
I  did  agree  to  present  their  concerns  to  the  Board  of  Directors. 


Federal  Crop  Insurance  Corporation 

IS  an  agency  of  ine 

United  States  Oepanment  o(  Agnculture 
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The  concerns  expressed  were: 

Sec.  5  -  Agency  is  now  required  to  preview  code  and  batch  documents 

for  data  entry  and  resolve  document  errors.  This  is  additional 
work  without  additional  compensation.  We  accept  this  as  it  may 
help  both  parties  do  a  better  job. 

Sec.  11-  The  old  Agreement  provided  that  if  the  Corporation  was  unable  to 
furnish  the  agency  the  necessary  printed  materials  the  agency 
could  be  reimbursed  for  their  incurred  printing  cost  under  certain 
conditions. 

This  wording  has  been  removed  and  we  are  concerned  that  we  may  get 
stuck  with  substantial  printing  expenses,  particularly  in  cases 
where  the  Corporation  fails  to  get  the  material  to  us  timely. 

The  1983  Agreement  provides  that  the  files  and  materials  relating 
to  policyholders  are  the  property  of  the  Corporation.   This  does 
not  give  any  proprietary  rights  to  the  agent  for  business  which 
he  may  have  developed  at  considerable  personal  effort  and  expense. 
This  concerns  us  as  in  the  event  a  MMA  converts  to  a  reinsurance 
company  the  Corporation  would  have  the  right  to  control  the 
reassignment  of  the  MMA's  current  business.   Also  concerned  that 
the  sub-agent  would  have  no  control  over  his  business. 

Sec.  12,  (c) 

This  paragraph  in  the  1982  Agreement  states  "the  Corporation 
shall  notify  the  Agency  of  unpaid  premiums  at  least  30  days 
before  the  termination  and  the  Agency  shall  use  its  best 
efforts  to  effect  collection."  In  the  1983  Agreement  the  words 
"at  least  30  days"  has  been  removed. 

Why  was  this  wording  removed?  The  "termination  date"  is 
March  31  and  as  of  this  date  (March  30)  only  one  agency  in 
this  group  has  received  a  list  of  unpaid  premiums.   We  want  to 
collect  as  many  premiums  as  possible  before  the  termination 
date,  but  we  are  not  getting  the  list  in  time  to  make  an  effort. 

This  section  also  states  that  the  Corporation  shall  be  responsible 
for  the  initial  billing  of  the  premiums. 

We  would  like  a  clarification  of  the  Corporation's  current  policy 
on  premium  billings.   Most  of  us  do  not  have  the  capacity  for 
premium  billing  at  this  time.   However,  if  it  is  necessary,  we 
can  develop. 

Sec.  15  and  Sec.  23 

We  feel  there  is  a  potential  conflict  between  these  sections. 
Section  15  grants  the  Corporation  the  right  to  modify,  or  terminate 
the  Agreement  at  any  time  upon  thirty  days  notice  for  practically 
any  reason  they  deem  unsatisfactory.   However,  Section  23  gives 
the  Corporation  the  right  -to  terminate  immediately  for  any  material 
breach  of  the  Agreement . 
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The  committee  feels  these  sections  should  be  coordinated  and 

that  the  Agency  should  always  be  given  the  right  to  respond 

to  an  allegation  which  results  in  termination  of  the  Agreement. 

Sec.  17-  This  section  deals  with  the  Agency's  responsibility  to  the 

Corporation  for  errors  and  omissions  including  the  good  faith 
reliance  clause.   We  take  exception  with  the  last  sentence 
"The  Corporation  shall  determine  liability  under  any  policy 
of  insurance."  Our  legal  counsel  feels  that  this  clause  is 
tantamount  to  judge,  jury  and  executioner  and  is  unenforceable. 

Note:  Mr.  Arnold  Grundeman  came  to  the  meeting  to  clarify  the  statement 
as  follows:   The  Corporation  is  reserving  the  right  to  determine  the 
amount  of  the  Corporation's  liability  under  any  crop  insurance  policy, 
including  any  additional  amount  under  the  good  faith  reliance  clause. 

Sec.  24-  This  section  deals  with  the  Corporation's  rights  concerning 
debarment.   The  committee  is  particularly  concerned  with  the 
last  paragraph.   This  gives  the  Corporation  the  right  to 
suspend  any  Agency  or  sub-agent  for  a  pending  investigation 
or  pending  debarment  proceedings. 

A  lengthly  suspension  for  a  pending  investigation  could  be 
disastrous  for  many  of  us.   The  committee  suggests  some 
additional  wording  such  as  "if  the  nature  of  the  complaint 
warrants  this  action"  and  "with  advance  notice". 

Sec.  25-  This  section  provides  that  moneys  due  FCIC  will  be  set-off 

against  any  moneys  payable  to  the  Agency.   What  is  the  intent 
of  this?  Does  it  mean  that  the  Agency  will  be  held  responsible 
for  the  farmer's  premium? 

Note:  This  is  not  intended  to  include  farmer  premiums.   Includes  any 
overpayments  to  the  Agency. 

Appendix  II 

Paragraph  3  deals  with  the  additional  2%  compensation. 

The  committee  prefers  the  following  options: 

1.  Change  the  18  +  2  to  20  and  the  13  +  2  to  15. 

2.  Refer  to  the  additional  amount  as  reimbursement  for  administrative  costs. 

3.  Change  to  15  +  5  as  5%  would  be  more  in  line  with  the  administrative  costs 
and  set  up  a  schedule  for  the  reimbursement.   Instead  of  referring  to  the 
entire  20%  as  commissions,  it  would  be  better  to  break  it  down  such  as  15% 
for  commissions  plus  5%  for  administrative  costs. 
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Paragraph  5:  Agency's  earnings  will  be  reduced  $50.00  for  each  crop 

policy  for  which  the  Corporation  secured  the  acreage  report. 

The  Committee  feels  this  is  unfair  if  the  acreage  report  is 
zero  acreage  and  earns  no  commission. 

Note:  It  is  the  Agency's  responsibility  to  secure  all  acreage  reports, 
zero  or  otherwise. 

Paragraph  6:  Last  sentence  -  "No  compensation  shall  be  paid  for  crop 

policies  which  do  not  result  in  a  fully  collected  premium." 

The  Committee  wants  to  know  what  constitutes  a  fully  collected 
premium.   If  the  farmer  pays  his  full  premium  but  does  not 
pay  the  interest  due,  is  this  considered  a  fully  collected 
premium  for  the  purpose  of  this  section?  The  committee  feels 
this  should  be  considered  a  fully  collected  premium. 

Note:  The  Corporation's  policy  is  that  any  premium  payment  will  be  applied 
first  to  any  interest  due.   In  the  above  case  the  premium  would  not  be  fully 
collected. 

Paragraph  8:  This  section  provides  that  "no  amounts  shall  be  paid  the  Agency 
unless  the  payment  is  fully  earned  except  that  if  this  Agreement 
is  terminated  as  provided  in  Section  15  or  23  of  the  Agreement, 
the  Corporation,  at  its  option,  may  make  payment  for  services 
rendered  but  not  fully  earned. 

The  Committee  distrusts  the  word  "may"  in  Agreements  and 
requests  the  word  "may"  be  changed  to  "shall". 

Additional  comments  from  the  committee: 

1.  Include  in  the  Agreement  a  time  frame  as  to  when  earned  commissions  are 
payable . 

2.  The  new  requirement  for  earlier  payment  of  premiums  is  an  undue  hardship 
on  the  farmers . 

3.  Some  of  the  companies  have  the  capacity  to  do  their  own  data  processing 
but  have  been  unable  to  get  a  positive  response  for  discussions  with 
Corporation  officials  on  this  subject.   More  coordination  in  soft  ware 
and  compensation  for  processing  function  is  sought. 

The  above  is  submitted  for  your  information. 


r 


>^^2W  C^-^t>H- 


MELVIN  E.  SIMS 


•c^ 
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United  States  Federal  Crop  Office  of  the  Washington,    D.    C. 

]     Department  of  Insurance  Chairman  20250 

^   Agriculture  Corporation 

January  25,  1982 

SUBJECT:   Board  Memorandum  No.  38  -  Revised  Sales  and  Service  Agreement 
TO     :   Board  of  Directors 


9 


The  Sales  and  Service  Agreement  needs  to  be  revised.   Some  changes  are  minor 
housekeeping  changes  while  others  are  significant.   In  order  to  implement  the 
new  agreement  in  a  timely  manner,  the  Board  of  Directors  should  act  on  this 
recommendation  at  the  February  board  meeting. 

The  following  eight  points  summarize  the  changes : 

1.  numerous  minor  revisions  in  wording  to  improve  clarity  and  legality. 

2.  An  improved  and  simplified  commission  schedule.   (Appendix  II)    lA — >— ->^— y — ^  ^ 

3.  The  Agency  will  review,  code,  and  batch  the  document  generated  by  agents 
and  sub-agents  and   resolve  any  errors  on  such  document  for  the  Corporation. 
(Section  5) 

h.      The  Agency  will  reproduce  and  supply  agents  and  sub-agents  with  necessary 
materials  for  the  sales  and  serviciiigof  FCIC  policies  (excluding  official 
FCIC  forms).   (Section  11)    (jtz^Q^^^^^Z^^C^ 

5.  Clarifies  that  the  Agency  will  be  responsible  to  the  Corporation  for 
damages  caused  by  errors  or  omissions  by  the  Agency,  its  agents  or  sub-agents. 
(Section  17)   .Ay 

6.  The  Corporation  can  debar  agents  and/or  sub-agents  of  the  A.gency  for  stated 
reasons  contained  in  this  agreement.  '(Section  2h) 

■  ':\J 

7.  The  Corporation  will  discontinue  any  accounting,  statistical  information,  or 
mailings  to  agents  or  sub-agents  of  the  Agency. 

'-■^' 

8.  Remove  the  advance  commission  schedule.   Commission  payments  will  be  made  in 
accordance  with  t'lr.  Fletcher's  letter  of  January  8,  1982.   (Section  18  of  old 
agreement.)    /  .    .   •        ."..•■ 

I  recommend  that  the  Sales  and  Service  Agreement  be  ammended  according  to  the 
attached  revised  agreement. 


puLx^   C.-ili^ 


w^-v-^ 


MELVi::  E.  sr-is 

Chaiman 

-  "i^  -.,      TtieT=>iJeT4rC(3i5 Insurance 
'wJlj^       Co'po'aiKXi  IS  an  agency  of  the 
*         ♦  '     Depalmeni  ol  AgricuHufe 
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UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

FEDERAL  CROP  INSURANCE  CORPORATION 

AGENCY  SALES  AND  SERVICE  AGREEMENT 

FOR  1  9 AND  SUCCEEDING  CROP  YEARS 

D    Tax 

D    S.S.    


(IDENTIFICATION  NUMBER) 


AGENCY  CODE 


DESIGNATED  AR£A 


(STREET  OR  MAILING  ADDRESS) 


(CITY  AND  ST  ATE) 


(AGENCY  TELEPHONE  NUMBER) 


Th«  Federal  Crop  Insurance  Corporation  (hereinafter  referred  to  as  the  ''Corporation")  hereby  appoints  the  entity 
Identified  above  as  an  agency  for  administering,  selling,  and  servicing  of  Federal  Crop  Insurance  policies  within  the 
area  designated  on  this  agreement  according  to  the  provisions  of  7  U.S.C.  1 507  (c),  as  amended  by  P.L.  96-365, 
94  Stat.  131  2. 


The  Corporation  and  the  Agency  hereby  agree  that 
such  appointment  shall  be  subject  to  the  tollowing 
terms  and  concJttions: 

1  The  Agency  is  required  to  submit  a  plan  of 
operation  containing  the  information  required  by 
the  Corporation  whereby  it  agrees  to: 

(a)     Utilize  agent  organization  to  adequately 
perform  the  duties  prescribed  by  this  agreement. 
/       (b)     Provide  necessary  and  prescribed  training 
lor  sales  and  service  duties. 

(c)  Supervise  the  work  of  agents  to  assure 
acceptable  sales  volume  and  timely  service  to 
insured  farmers. 

(d)  Conduct  field  level  review  of  completed 
work  to  ensure  thai  (a)  through  (c)  above  are  in 
compliance  with  procedures  and  instructions 
issued  by  the  Corporation. 

2  The  plan  of  operation  and  amendments  thereto 
when  approved  by  the  Corporation  are  made  a 
part  of  this  agreement  as  though  set  out  in  full 
herein  and  may  be  changed  upon  agreement 
between  the  Corporation  and  the  Agency. 

3  AN  provisions  of  this  agreement  must  be  in 
accordance  with  the  regulations  of  the 
Corporation  published  m  7  CFR  and  the  statutes 
of  the  United  Slates  Under  the  Anti-deficiency 
Act.  this  agreement  is  subject  to  the  availability 
of  funds. 

4  Employees  of  the  Agency,  commercial  or  selling 
agencies  alfiliated  with  the  Agency  and  agents  of 
the  Agency  (collectively  referred  to  hereinafter 
as  "Agency  Representatives")  are  not  employees 
but  sub-agents  of  the  Corporation.  Therefore,  the 
Agency  and  the  Corporation  exercise  control 
over  Agency  Representatives  to  ensure  that  they 
adhere  to  and  abide  by  all  restrictions  and 
guidelines  imposed  upon  the  Agency  by  the 
Corporation. 

5  The  Agency  shall  take  all  actions  necessary  to 
sell  and  service  crop  insurance  including,  but  not 
limited  to.  soliciting  appfications  and  acreage 
reports,  counseling  applicants  on  details  ot 
coverage,  acreage  reports  and  procedures  to 


;;    'adjust  losses,  and  accepting  notices  of  crop 
damage  or  loss,  notices  of  cancellation,  farmer 
paid  premiums,  assignments  of  indemnity,  and 
transfers  of  right  to  indemnities  for  crop 
insurance  and  assisting  farmers  in  the  reporting  , 
of  claims,  previewing,  coding,  and  batching 
documents  for  data  entry  and  resolving 
document  errors  according  to  rules,  regulations 
and  instructions  furnished  from  time  to  time  by 
the  Corporation.  In  the  solicitation  and  servicing 
of  crop  policies,  the  Agency  agrees  not  to 
discriminate  against  any  producer  because  Oi 
race,  color,  age,  religion,  national  origin,  sex. 
marital  status,  or  handicap. 

6  The  Agency  shall  assist  policyholders  in  the 
preparation  of  their  acreage  reports.  During  the 
growing  season,  the  Agency  shall  contact,  by 
telephone  or  personal  visit,  at  least  20  percent  of 
the  policyholders  to  review  and  refresh  their 
understanding  of  the  role  of  crop  insurance  in 
good  risk  management  as  well  as  important 
provisions  of  the  policy,  such  as  the  date  when 
the  policy  automatically  renews,  the  time  for 
reporting  a  loss  and  the  filing  of  a  claim, 
protection  guarantees,  availability  of  the  policy 
for  assignment  for  loan  purposes  or  assignment 
of  indemnity,  etc.  The  Agency  shall  report  to  the 
Corporation,  upon  request,  the  results  of  these 
contacts,  indicating  the  number  contacted  as 
well  as  the  number  of  acreage  reports  taken  in 
person  and  the  number  of  policies  canceled  for 
the  subsequent  crop  year. 

7  All  of  the  services  required  by  this  agreement 
shall  be  conducted  in  a  manner  set  forth  in 
procedures  issued  by  the  Corporation  or  in  the 
absence  of  such  procedures,  in  accordance  with 
good  business  practice.  The  Agency  further 
agrees  to  submit  to  re-exammation  of  any  and  all 
Information  determined  and.  when  requested, 
must  respond  to  any  questions  which  may  arise 
as  a  result  of  information  furnished  to  the 
Corporation  by  the  Agency. 

6    The  Agency  may  be  required  to  successfully 
complete  (as  determined  by  the  Corporation),  at 
Agency  expense.  40  hours  of  prescribed  training 
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the  (irst  year  and  20  hours  annually,  thereafter. 

9  The  Agency  shall  certify  to  ihe  Corporation  that 
Its  sub-agenis  were  or  will  be  trained  according 
to  a  Corporation-approved  training  plan  before 
Buch  individuals  function  independently. 

10    The  Agency  shall  keep  such  records  and  make 
such  reports  as  may  C>«  required  by  the 
Corporation  in  an  accurate  and  current  manner 
of  all  activities  related  to  the  performance  of  this 
agreement.  All  work  performed  by  the  Agency  will 
be  subject  to  rigid  review  for  accuracy  and 
timeliness  of  service  to  insured  producers. 

11 


'All  information  and  materials  maintained  by  the 
^Agency  m  files  relating  to  policyholders  are  the 
-properly  of  the  Corporation  and  are  subiect  to 

release  to  or  review  by  the  Corporation  upon 

demand. 

12   The  Corporation  shall  be  responsible  tor  the 
initial  billing  of  crop  insurance  premiums  If  the 
Insured  pays  the  Agency,  the  Agency  shall 
transmit  to  the  Corporation,  in  full,  alt  sums 
collecied  for  the  Corporation  and  until  such 
^•ansmillal.  shall  not  intermingle  Corporation 
^unds  with  any  personal  funds  or  any  other  funds 
under  the  Agency's  control. 

(a)  Insureds  shall  be  requested  to  make  checks 
In  payment  of  any  funds  due  the  Corporation 
payable  to  Federal  Crop  Insurance  Corporation. 
If  the  Agency  receives  a  check  payable  to  the 
Agency  that  is  for  funds  due  the  Corporation, 
then  such  check  shall  be  endorsed  as  follows: 
"Pay  without  recourse  to  the  order  of  Federal 
Crop  Insurance  Corporation  (Signature)."  Cash 
collections  shall  be  converted  to  money  orders  or 
bank  draft  check(s}.  made  payable  to  the  Federal 
Crop  Insurance  Corporation.  Collections  shall  be 
transmitted  on  a  daily  basis  when  possible  to 
Federal  Crop  Insurance  Corporation.  P.O.  Box 
462.  Kansas  City.  Missouri  64141,  or. 

(b)  If  the  Agency  is  paid  in  cash,  the  Agency 
may  deposit  such  cash  in  an  account  exclusively 
for  deposits  of  cash  premium  collections: 
provided, 

(1)  the  account  is  in  the  name  of  the  Federal 
Crop  Insurance  Corporation.  U.  S.  Department  of 
Aoriculture, 

(2)  the  said  account  Is  with  an  Institution 
Insured  by  the  Federal  Deposit  Insurance 
Corporation, 

(3)  records  of  the  account  are  available  for 
audit  by  FCIC  district  director  at  all  times. 

(4)  funds  In  the  said  account  shall  be 
transmitted  on  a  weekly  basis  to  the  Federal 
Crop  Insurance  Corporation.  P.O.  Box  462. 
Kan&as  City.  Mtssoun  64 1 41 . 


(5)  a  clearly  documented  amount  of  personal 
funds  has  been  deposited  In  said  account  by  the 
Agency  for  the  purpose  of  mainlainif»g  a 
minimum  balance. 

(6)  the  Agency  shall  not  withdraw  such 
personal  funds  until  this  agreement  has  been 
terminated  and  the  Corporation  has  furnished  a 
written  release. 

(c)     The  Corporation  shall  notify  the  Agency  of 
unpaid  premiums  before  the  termination  date  of 
the  policy,  and  the  Agency  shall  use  its  best 
efforts  to  effect  collection. 

1 3  The  Agency  shall  display  appropriate  program 
identification,  in  a  conspicuous  manner  clearly 
visible  to  the  general  public.  Identifying  the 
Agency  as  an  authorized  representative  of  the 
Corporation,  keep  accurate  records  of  all 
activities  performed  under  this  agreement  and 
report  information,  the  form  and  manner  of  which 
ehall  be  prescribed  by  the  Corporation,  in 
addition,  the  Agency  shall  keep  on  fite  and 

'-  available  to  applicants  for  insurance  and 
policyholders  such  additional  records  as  are 
furnished  by  the  Corporation  for  that  purpose. 
The  Corporation,  the  General  Accounting  Office 
and  any  other  Federal  Agency  authorized  by  law 
to  do  so.  may  at  any  reasonable  time  examine 
and  audit  the  Agency's  records.  The  Agency 
agrees  to  retain  these  records  and  keep  them 
available  for  review  for  three  years  after 
termmationof  this  agreement  and  otherwise  as 
the  Corporation  may  prescribe. 

14  The  Agency  shall  not  engage  in  any  practice, 
perform  in  any  manner,  print,  publish  or  use  any 
advertising  that  makes  direct  reference  to 
Federal  Crop  Insurance  Corporation  and/or  the 
United  Slates  Department  of  Agriculture  or  their 
symbols  or  abbreviations,  except  that  which  is 
furnished  to  the  Agency  or  approved  in  writing  by 
the  Corporation.  The  Corporation  may  share  in 
the  cost  of  furnished  or  approved  advertising 
when  funds  are  available  for  such  cost-sharing. 

15  The  Corporation  reserves  the  right  to  modify  or 
terminate  this  agreement  at  any  time,  upon  giving 
the  Agency  at  least  30  days  advance  notice,  if  the 
Agency's  performance  on  sales,  business 
volume,  servicing  or  office  facilities  is  deemed 
unsatisfactory  by  the  Corporation,  provided  the 
CorcKDration  has  put  the  Agency  on  notice  of 
these  performance  standards,  the  performance 
Standards  are  fairly  applied  on  a 
nondiscriminatory  basts  to  agencies  similarly 
situated,  and  the  Corporation  has  given  the 
Agency  a  reasonable  opportunity  to  comply. 
Such  standards  will  be  considered  a  part  of  this 
agreement  as  though  contained  herein.  In  the 
event  the  Corporation  terminates  the  agreement 
on  this  basis,  the  Agency  may  write  new  policies 
up  until  the  dale  of  termination  and  the  Agency 
shall  continue  to  service  new  and  carryover 
policies  for  the  remainder  of  the  current  growing 
season  and  shall  be  entitled  to  full  compensation 
for  the  sale  or  renewal  of  these  policies  for  that 
crop  year. 
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16  The  Corporation  will  provide  the  Agency 
Indcmnilication.  includtng  costs  and  reasonable 
attorney's  lees  (or  errors  or  omissions  on  the  part 
of  the  Corporation  or  its  contractors  lor  which  the 
Aoency  is  sued  or  held  liable  except  to  the  extent 
the  Agency  has  caused,  or  allowed  to  be  caused, 
the  error  or  omission.  Conditions  precedent  to 
payment  o(  any  amount  under  this  clause  are; 
that  the  Agency  immediately  notily  the 
Corporation  of  any  such  action  or  proceeding: 
that  the  Corporation,  at  its  option.  b«  allowed  to 
participate  in  any  such  action  or  proceedings  on 
the  part  o(  the  Agency;  that  the  Agency  present 
all  good  faith  defense  available  to  it  or  as 
directed  by  the  Corporation,  that  the  Agency  not 
settle  any  such  action  or  proceeding  without  the 
prior  consent  of  the  Corporation;  and  that  no 
statements  or  admissions  be  made  by  the 
Agency  without  prior  consultation  with  the 
Corporation. 

17  The  Agency  will  provide  the  Corporation 
Indemnification,  including  costs  and  reasonable 
•ttorney's  fees  for  errors  or  omissions  on  the  part 
of  the  Agency  or  its  employees,  agents  or 
sub-agents  for  which  the  Corporation  is  liable 
under  its  policy  of  insurance  including  the  good 
faith  reliance  clause  thereof,  except  to  the  extent 
that  the  Corporation  has  caused  the  error  or 
omission.  The  Corporation  shall  determine 
liability  under  any  policy  of  insurance. 

1 8  The  Corporation  will  compensate  the  Agency  as 
specified  in  Appendix  11.  attached. 

19  The  Agency  shall  have  no  authority  to  execute 
any  waiver  or  to  incur  any  indebtedness,  either 
orally  or  in  writing,  on  behalf  of  the  Corporation. 

20  This  agreement  shall  continue  in  effect  until 
canceled  Unless  this  agreement  is  canceled 
under  Section  1  5  or  23.  cancellation  may  be 
made  by  either  party  giving  written  notice  to  the 
other  party  at  least  60  days  before  the  earliest 
cancellation  date  (or  any  crop  policy  insured  in 
the  designated  area  If  such  notice  is  given,  the 
agreement  shall  terminate  as  of  such 
cancellation  date  or  other  date  mutually  agreed 
upon  Provided,  however,  that  the  Agency  shall 
have  the  right  to  continue  as  an  Agency  for  the 
purpose  of  collecting  current  farmer  premiums 
within  the  period  specified  in  Appendix  II. 
Provided  further,  that  if  the  Agency  and  the 
Corporation  enter  into  a  new  agreement  for  the 
following  crop  year  to  provide  similar  services, 
such  action  will  be  regarded  as  a  notice  of 
cancellation  when  In  compliance  with  the  time 
limits  specified  in  this  section. 

21     Policyholders  shall  have  the  fight  to  renew  their 
crop  insurance  policies  with  the  Agency  The 
Corporation  covenants  that  it  will  not  engage  in 
the  sale,  service  or  transfer  of  those  accounts 
already  obtained  by  the  Agency  or  the  Agency's 
transferee,  directly  or  through  other  agents,  so 
long  as  the  Agency's  performance  under  this 
agreement  is  deemed  satisfactory  by  the 
Corporation. 


22    The  Agency  may  assign  or  transfer  this 

agreement  and  all  or  a  part  of  the  the  business 
produced  under  this  agreement  to  another 
agency  with  the  consent  of  the  Corporation.  In 
which  event  this  agreement  shall  fully  apply  to 
each  successor  agency,  and  such  agency  shall 
have  all  ol  the  rights  and  duties  with  regard  to 
new  and  carryover  business  provided  In  this 
agreement  to  the  original  Agency.  All 
compensation  paid  on  such  business  will  be 
considered  payable  to  and  earned  by  the  new 
agency.  In  the  event  that  this  agreement  is 
canceled  or  terminated  under  the  provisions  of 
Section  1 5  or  20.  the  Agency  shall  have  60  days 
to  exercise  this  privilege  The  Corporation  shall 
not  unreasonably  withhold  Its  consent  to  such 
assignment  or  transfer. 

23  The  Corporation  shall  have  the  right  to  terminate 
the  Agency  without  advance  notice  if  the  Agency 
l(nowingly  has  committed  a  material  breach  of 
this  contract  or  knowingly  has  violated  Federal 
law  In  the  event  the  Corporation  terminates  the 
agreement  on  this  basis,  the  Corporation  shall  be 
liable  to  the  Agency  (or  all  compensation  fully 
earned  and  for  the  fair  value  of  other  services 
rendered  up  until  the  date  of  termination. 

24  The  Corporation  shall  have  the  right  to  debar  the 
agent  or  any  sub-agent  for  one  or  more  of  the 
following  causes; 

(a)  Conviction  of  criminal  otiense  Incident  to 
obtaining  or  attempting  to  obtain  e  public 
(federal,  state,  or  municipal)  or  private  contract 
or  sub-contract  thereunder,  or  in  the 
performance  o(  such  contract  or  subcontract  or  a 
plea  o(  Nolo  Contendere  thereto; 

(b)  Violation  o(  the  Organiied  Crime  Control  Act 
0(1970; 

(c)  Conviction  tor  embezzlement,  theft,  forgery, 
bribery,  falsification  or  destruction  of  records. 
fraud,  tax  fraud,  receiving  stolen  property,  or 
equivalent  crimes  which  are  indicative  o(  a  lack 
o(  business  integrity  or  a  plea  o(  Nolo  Contendere 
thereto; 

(d)  Debarment  (rom  contracting  with  or 
participating  in  contracts  or  programs 
administered  or  (inanced  by  another  agency  o( 
the  United  States  Government; 

(e)  Failure  to  perform  obligations  under  this  or 
any  other  agreement  with  FCIC  or  its  agents; 
failure  to  carry  out  representations  or  warranties 
made  to  FCIC.  or  the  making  o( 
misrepresentations  to  FCIC.  under 
circumstances  considered  to  be  o(  such  a 
serious  and  compelling  nature  as  tojustity 
debarment,  or 

(f)  For  other  cause  o(  such  serious  and 
compelling  nature.  at(ecting  responsibility  as  a 
Government  contractor,  as  may  be  determined 
by  FCIC  to  warrant  debarment.  However, 
suspensions  or  related  matters  Involving  the  EEO 
Clauses  shall  be  handled  m  accordance  with 
regulation  which  may  be  prescribed  by  the 
Secretary  of  Labor. 
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The  Corporation  shall  have  the  right  at  Its 
discretion  to  suspend  any  agency  or  sub-agent 
pending  investigation  of.  or  indictment  for  any  of 
the  above  causes,  or  pending  debarment 
proceedings. 

25    Moneys  due  FCIC  shall  be  set  off.  in  whole  or  in 
part,  against  any  moneys  payable  to  the  Agency 
or  sub-agent  by  the  Corporation  or  any  other 
United  Stales  Government  agency. 


The  Corporation  and  the  Agency  further  agree  that 
the  compensation  rates  and  contract  clauses  in  the 
appendixes  attached  hereto  required  by  various 
Ktatutes,  regulations  and  executive  orders  are  hereby 
made  a  part  of  the  agreement  to  the  extent  they  are 
applicable. 


RECOMMENDED  BY 


FIELD  OPERATIONS  OFFICE  DIRECTOR 


DATE 


ACCEPTED  AND  EXECUTED  BY 


NAME 


TITLE 


AGENCY 


DATE 


APPROVED  AND  EXECUTED  FOR  THE 
CORPORATION  BY 


(CONTRACTING  OFFICER) 
DATE 
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APPENDIX  I  TO  FCIC-455,  AGENCY  SALES  AND 
SERVICE  AGREEMENT 


Officials  Not  to  Bonofit 

No  member  of  or  delegate  to  Congress  or  Resident 
Commissioner  shall  be  admitted  to  any  share  or  pail 
ot  this  agreement  or  to  any  benefit  that  may  arise 
therefrom  except  that  this  provision  shall  not  be  con- 
strued to  apply  to  benefits  arising  from  this  agreement 
If  accruing  to  a  corporation  for  its  general  benefit,  nor 
Shalt  this  provtsiorrbe  construed  to  prohibit  the  solici- 
tation of  any  application  for  crop  insurance  from  a 
member  of  or  delegate  to  Congress  or  Resident 
Commissioner. 

2  Covenant  Against  ContingontF**s 

The  Agency  warrants  that  no  person  or  agency  has 
been  employed  or  retained  to  solicit  or  secure  this 
contract  upon  an  agreement  or  understanding  for  a 
commission,  percentage,  brokerage,  or  contingent 
fee.  excepting  bona  fide  employees  or  bona  fide  es- 
tablished commercial  or  selling  agencies  maintained 
by  the  Agency  for  the  purpose  of  securing  business, 
for  the  breach  or  violation  of  which  warranty  the 
Corporation  shall  have  the  right  to  annul  this  contract 
without  liability  or  in  its  discretion  to  deduct  from  the 
contract  price  or  consideration  the  full  amount  of  such 
commission,  percentage,  brokerage,  or  contingent 
,   fee. 

3  Nondiscrimination  Clauso 

The  Nondiscrimination  clauses  contained  in  Section 
202.  Executive  Order  1 1 246.  as  emended  by  Execu- 
tive Order  1 1 375.  relating  to  equal  employment  oppor- 
tunity for  all  persons  without  regard  to  race,  color,  reli- 
gion, sex,  age.  handicap,  marital  status  or  national 
-  origin  and  the  implementing  rules  and  regulations    ■ 
prescribed  by  the  Secretary  of  Labor,  as  found  m  41 
CFR  Chapter  60.  are  incorporated  herein,  ,  . . 

■  -  Iraccordance  with  the  provisions  of  41  CFR  60- 
^.4(a),  the  toMowtng  clause  is  included  as  part  of  this 
^contract  -  agreement). 

EQUAL  OPPORTUNITY  CLAUSE 

During  the  performance  of  this  agreement,  the  Agency 
agrees  as  follows: 

•(a)  The  Agency  will  not  discriminate  against  any  em- 
ployee or  applicant  for  employment  because  ot  race. 
color,  religion,  sex,  age.  handicap,  marital  status  or 
national  origin  The  Agency  will  take  affirmative  action 
to  ensure  that  applicants  are  employed,  and  that  em- 
ployees are  treated  during  employment  without  regard 
to  their  race,  color,  religion,  sex,  age.  handicap,  mari- 
tal status  or  national  origin.  Such  action  shall  include, 
but  not  be  limited  to.  the  following:  employment, 
upgrading,  demotion,  or  transfer;  recruitment  or  re- 
cruitment advertising,  layoff  or  termination;  rates  of 
pay  or  other  forms  of  compensation,  and  selection  for 
training,  including  apprenticeship  The  Agency  agrees 
to  post  m  conspicuous  places.  Available  to  employees 
and  applicants  for  employment,  notices  to  be  provided 
by  the  Contracting  Officer  setting  forth  the  provisions 
of  this  Equal  Opportunity  clause. 

(b)  The  Agency  will.  In  all  solicitations  or  advertise- 
ments for  employees  placed  by  or  on  behall  of  the 
Agency,  state  thai  all  qualified  applicants  will  receive 
consideration  for  employment  without  regard  to  race, 
color,  religion,  sex.  age.  handicap,  marital  status  or 
national  origin. 

(cl  The  Agency  will  send  to  each  labor  union  or  repre- 
_      aentative  of  workers  which  has  a  collactive  bargaining 
agreement  or  other  contract  or  understanding,  a 
notice,  to  be  provided  by  the  Contracting  Officer, 
advising  the  labor  union  or  workers'  raprasentative  of 


the  Agency's  commitments  under  this  Equal  Oppor- 
tunity clause,  and  shall  post  copies  of  the  notice  in 
conspicuous  places  available  to  employees  and  appli- 
cants tor  employment. 

(d)  The  Agency  will  comply  with  alt  provisions  of  Ex- 
•cutive  Order  No  1 1246  of  September  24. 1965.  as 
•mended,  andot  the  rules,  regulations,  and  relevant 
orders  of  the  Secretary  of  Lat>or. 

<e)  The  Agency  will  furnish  all  information  and  reports 
required  by  Executive  Order  No  1 1 246  of  September 
24. 1 965.  as  amended,  and  by  the  rules,  regulations, 
and  orders  of  the  Secretary  of  Labor  or  pursuant 
thereto  and  will  permit  access  to  the  Agency's  books, 
records,  and  accounts  by  the  Corporation  and  the 
Secretary  of  Labor  for  purposes  of  Investigation  to  as- 
certain compliance  with  such  rules,  regulations,  and 
orders. 

(f)  In  the  event  of  the  Agency's  noncompliance  with 
the  Equal  Opportunity  clause  of  this  contract  or  with 
any  of  the  said  rules,  regulations,  or  orders,  this  con- 
tract may  be  canceled,  terminated,  or  suspended,  in 
whole  or  in  part,  and  the  Agency  may  be  declared  in- 
eligible for  further  Government  contracts  in  accor- 

'  dance  with  procedures  authorized  in  Executive  Order 
No.  1 1 246  of  September  24, 1 965,  as  amended,  and 
such  other  sanctions  may  be  Imposed  and  remedies 
Invoked  as  provided  in  Executive  Order  No.  1 1 246  of 
September  24, 1965.  as  amended,  or  by  rule,  regula- 
tion, or  order  of  the  Secretary  of  Labor,  or  as  other- 
wise provided  by  law. 

(g)  The  AgerKy  will  include  the  provisions  of  pare- 
.  graphs  (a)  through  (g)  in  every  subcontract  or 

'    purchase  order  unless  exempted  by  rules,  regula- 
■     trons.  or  orders  of  the  Sectetary  of  Labor  issued  pur- 
suant to  section  204  of  Executive  Order  No.  11246ol 
September  24, 1965,  as  amended,  so  that  such  provi- 
sions will  be  binding  upon  each  subcontractor  or 
vendor.  The  Agency  will  take  such  action  with  respect 
to  any  subcontract  or  purchase  order  as  the  Corpora- 
tion may  direct  as  a  means  of  enforcing  such  provi- 
•ions.  including  sanctions  for  noncompliance:  ProvicJ- 
ed.  however,  that  m  the  event  the  Agency  becomes  in- 
volved in,  or  Is  threatened  with,  litigation  with  a  sub- 
contractor or  vendor  as  a  result  of  such  direction  by 
the  Corporation,  the  Agency  may  request  the  United 
States  to  enter  into  such  litigation  to  protect  the  inter- 
ests of  the  United  States. 

4   Privacy  Act  Notlfleatlon 

This  procurement  action  requires  the  Agency  to  do 
one  or  more  of  the  following:  design,  develop,  or  oper- 
ate a  system  of  records  on  individuals  to  accomplish 
an  agency  function  in  accordance  with  the  Privacy  Act 
of  1974.  Public  Law  93-579.  December  31.  1974  (5 
U.S  C.  552a}  and  applicable  agency  regulations.  Vio- 
lation of  the  Act  may  involve  the  imposition  of  criminal 
penalties." 

6   Privacy  Act 

(a)  The  Agency  agrees: 

(1)  To  comply  with  the  Privacy  Act  of  1974  and  the 
rules  and  regulations  issued  pursuant  to  the  Act  in  the 
design,  development,  or  operation  of  any  system  of 
records  on  individuals  in  order  to  accomplish  an 
agency  function  when  the  contract  specifically  identi- 
fies (i)  the  system  of  records  and  <ii)  the  work  to  be 
performed  by  the  Agency  in  terms  of  any  one  or  com- 
bination of  the  following:  (A)  design.  (B)  development. 
or  (C)  operation. 
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(2)  To  include  the  solicitation  nolilicalion  contained  in 
-  contract  in  every  solicitation  and  resultino  sub- 
ract  and  in  every  subcontraci  awarded  wiifiout  a 
iitalion  when  ihe  statement  of  work  in  the  pro- 
^Ajsed  subcontraci  requires  the  design,  development, 
or  operation  ol  a  system  ol  records  on  individuals  to 
accomplish  an  agency  function;  and 


(b)  In  Ihe  event  of  violations  of  the  Act.  a  civil  action 
may  be  brought  against  the  agency  involved  where  Ihe 
violation  concerns  the  design,  development,  or  opera- 
lion  of  a  system  of  records  on  individuals  to  accom- 
plish an  agency  function,  and  criminal  penalties  may 
be  imposed  upon  the  officers  or  employees  of  Ihe 
agency  where  Ihe  violation  concerns  the  operation  of 
a  system  of  records  on  individuals  to  accomplish  an 
agency  function  For  purposes  of  Ihe  Act  when  the 
contract  is  for  Ihe  operation  of  a  system  of  records  on 
Individuals  to  accomplish  an  agency  function,  the 
Agency  and  any  employee  of  the  Agency  is  consid- 
ered to  be  an  employee  of  the  agency. 

(c)  The  terms  used  in  this  clause  have  Ihe  following 
meanings- 

'(1 )  "Operation  o(  a  system  of  records"  means  perlor- 
■mance  ol  any  of  Ihe  activities  associated  with  main- 
taining the  system  of  records  including  Ihe  collection. 
use.  and  dissemination  ol  records- 

(2)  "Record"  means  any  item,  collection,  or  grouping 
Of  inlormalion  about  an  individual  thai  is  maintained 
•"■•  %n  agency,  including,  but  not  limiled  to.  Ihe  indi- 

^1  s  education,  financial  transactions,  medical 
ry.  and  criminal  or  employment  history  and  that 
k.  -tains  the  individual's  name,  or  the  identifying 
number,  symbol,  or  other  identilymg  particular  as- 
signed to  the  individual,  such  as  a  finger  or  voice  print 
-era  photograph. 

(3)  "System  of  records"  on  individuals  means  a  group 
of  any  records  under  Ihe  control  of  any  agency  from 
which  information  is  retrieved  by  the  name  of  the  indi- 
vidual or  by  some  idenlifying  number,  symbol,  or  other 
tdentifying  particular  assigned  to  the  individual. 

6   Dftputet 

This  coniract  is  subject  to  the  Contract  Disputes  Act 
of  1978  (PL.  9S-563.41  use.  601  el  seq.). 

DISPUTES  CLAUSE 

(a)  This  contract  is  subject  to  Ihe  Contract  Disputes 
Actol  1978  (Pub  L. 95  563). 

(b)  Except  as  provided  in  the  Act.  all  disputes  arising 
under  or  relating  to  this  conlraci  shall  be  resolved  in 
accordance  with  this  clause. 

(c)(l)Asusedherein."claim"mean8awriIlen 
demand  or  assertion  by  one  of  the  parlies  seeking,  as 
■    a  legal  right,  the  payment  of  money,  adjustment  or  in- 
terpretation of  contract  terms,  or  other  relief,  arising 
under  or  relating  to  this  coniract. 

(21  A  voucher,  invoice,  or  rsguest  for  payment  that  is 
nol  in  dispute  when  submitted  is  not  a  claim  (or  ihe 
purposes  of  the  Act.  However,  where  such  submission 
'       ■bsequenily  not  acted  upon  in  a  reasoni«blq  lime, 
puted  either  as  to  liability  or  amount.  It  may  be 
^rled  to  a  claim  pursuant  lo  Ihe  Act 


(3)  A  claim  by  the  Agency  shall  be  made  In  wrilino  and 
aubmitted  lo  Ihe  Contracting  Otlicor  (or  decision.  A 
claim  by  the  Corporation  against  the  Agency  shall  be 
»ubiec(  to  a  decision  by  the  Contracting  Ofdcer. 

(d)  For  Agency  claims  of  more  than  S50.(3OO.  Ihe 
Agency  shall  submit  with  the  claim  a  certification  that 
the  claim  is  made  In  good  (ailh.  the  supporting  data 
are  accurate  and  complete  lo  the  best  ol  the  Agency's 
knowledge  and  beliel.  and  Ihe  amount  requested  ac- 
curately rellocis  Ihe  contract  adjustment  tor  which  the 
Agency  believes  the  Corporation  Is  liable  The  certili- 
cation  shall  be  executed  by  Ihe  Agency  if  an  individu- 
al. When  Ihe  Agency  Is  nol  an  individual.  Ihe  certifica- 
tion shall  be  executed  by  a  senior  company  oHicial  in 
Charge  at  the  Agency's  plant  or  location  Involved,  or 
by  an  ofdcer  or  general  partner  of  Ihe  Agency  having 
overall  responsibility  lor  the  conduct  ol  the  Agency's 
•flairs. 

(e)  For  Agency  c(alms  o(  $50,000  or  less,  the  Con- 
tracdng  Ofdcer  must  render  a  decision  within  60  days. 
For  Agency  claims  in  excess  of  $50,000.  the  Contract- 
ing Oldcer  must  decide  the  claim  wilhm  60  days  or 
nolily  the  Agency  of  Ihe  date  when  the  decision  will  be 
made. 

(t)  The  Contracting  Ollicer's  decision  shall  be  tinal 
unless  the  Agency  appeals  or  files  a  suit  as  provided 
In  Ihe  Act. 

(g)  The  authority  of  the  Contracting  Ofdcer  under  the 
Act  does  not  extend  to  claims  or  disputes  which  by 
statute  or  regulation  other  Agencies  are  expressly  au- 
thorized lo  decide. 

(h)  Interest  on  Ihe  amount  found  due  on  an  Agency's 
claim  shall  be  paid  from  the  date  the  claim  is  received 
by  Ihe  Contracting  Otdcer.unti;  the  date  of  payment, 

(i)  Except  as  Ihe  parties  may  otherwise  agree,  pending 
final  resolution  of  a  claim  by  Ihe  Agency  arising  under 
the  contract,  the  Agency  shall  proceed  diligently  with 
the  performance  ol  Ihe  coniract  in  accordance  with 
the  Contracting  Ollicer's  decision, 

7   Listing  of  Einptoyment  Openings 

(This  aldrmalive  action  clause  is  applicable  in  all  con- 
tracts and  subcontracts  ol  $10,000  or  more  as  re- 
quired by  the  regulations  ol  Ihe  Secretary  ol  Labor.) 

DISABLED  VETERANS  AND  VETERANS 
OF  THE  VIETNAM  ERA 

(a)  The  Agency  wil(  not  discriminate  against  any  em- 
ployee or  applicant  lor  employment  because  he  or  she 
Is  a  disabled  veteran  or  veteran  ol  Ihe  Vietnam  era  in 
regard  lo  any  position  for  which  the  employee  or  appli- 
cant lor  employment  is  qualided.  The  Agency  agrees 
to  take  aldrmalive  action  to  employ,  advance  in  em- 
ployment, and  otherwise  treat  qualified  disabled  vete- 
rans and  veteran's  of  Ihe  Vietnam  era  without  dis- 
crimination based  upon  their  disability  or  veteran's 
status  in  all  employment  practices  such  as  the  follow- 
ing, employment,  upgrading,  demotion  or  transfer,  re- 
cruitment, advertising,  layofi  or  lermination,  rates  of 
pay  or  other  lorms  ol  compensation,  and  selection  for 
training,  including  apprenticeship, 

(b)  The  Agency  agrees  that  all  suitable  employment 
openings  ol  the  Agency  which  exist  at  the  time  of  the 
•xecution  ol  this  conlraci  and  those  which  occur 
during  the  performance  of  this  contract,  includino 
those  nol  generated  by  this  coniract  and  including 
those  occurring  at  an  establishment  ol  Ihe  Agency 
other  than  Ihe  one  wherein  Ihe  coniract  is  being  per- 
formed but  excluding  those  ol  independently  operated 
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corporate  aOii'Sles.  shall  be  listed  at  an  appropriate 
local  othce  ol  the  State  employment  service  system 
therein  the  opening  occurs  The  Agency  furlher 
agrees  to  provide  such  reports  to  such  local  office 
regarding  employment  openings  and  hires  as  may  be 
feauired  State  and  local  government  agencies  hold- 
ing Federal  contracts  of  $10,000  or  more  shall  also  list 
ad  their  suitable  openings  with  the  appropriate  office 
of  the  State  empioymeni  service,  bul  are  not  required 
to  provide  those  reports  set  forth  in  paragraphs  (d) 
and  (e). 

(c)  Listing  of  employment  openings  with  the  employ- 
ment service  system  pursuant  to  this  clause  shall  be 
made  at  least  concurrently  with  the  use  of  any  other 
recruitment  source  or  effort  and  shall  involve  the 
normal  Obligations  which  attach  to  the  placing  of  a 
bona  fide  lOboraer.  including  the  acceptance  of  refer- 
rals Ol  veterans  and  non veterans.  The  listing  of  em- 
ployment openings  does  not  require  the  hiring  of  any 
particular  job  applicant  or  from  any  particular  groupof 
job  applicants,  and  nothing  herein  is  intended  to 
relieve  the  Agency  from  any  requirements  m  Execu- 
tive orders  or  regulations  regarding  nondiscrimination 
In  employment. 

(d)  The  reports  required  by  paragraph  (b)  of  this 
Clause  shall  include,  but  not  be  limited  to.  periodic 
reports  which  shall  be  filed  at  least  quarterly  with  the 
appropriate  local  office  or.  where  the  Agency  has 
more  than  one  hiring  location  in  a  Stale,  with  the  cen- 
tral office  of  that  Stale  employment  service.  Such 
reports  shall  indicate  for  each  hiring  location:  (1)  the 
number  of  individuals  hired  during  the  reporting 
period,  (2)  the  number  of  non-disabled  veterans  of  the 
Vtemam  era  hired.  (3)  the  number  of  disabled  veterans 
ol  the  Vietnam  era  hired,  and  (4)  the  total  number  of 
disabled  veterans  hired  The  reports  should  include 
■covered  veterans  hired  for  on-the-job  training  under 
38  U  S  C-  1  737.  The  Agency  shall  submit  a  report 
within  30  days  after  the  end  of  each  reporting  period 
wherein  any  performance  is  made  on  this  contract 
Identifying  data  for  each  hinng  location.  The  Agency 
shall  maintain  at  each  hiring  location  copies  of  the 
reports  submitted  uniit  the  expiration  of  one  year  after 
final  payment  under  the  contract,  during  which  lime 
these  reports  and  related  documentation  shall  be 
made  available,  upon  request,  for  examination  by  any 
authorized  representatives  of  the  Contracting  Officer 
or  of  the  Secretary  of  Labor  Documenlation  would  in- 
clude personnel  records  respecting  job  openings,  re- 
cruitment, and  placement 

{el  Whenever  the  Agency  becomes  contractually 
bound  to  the  listing  provisions  of  this  clause,  it  shall 
advise  the  employment  service  system  in  each  Stale 
where  it  has  establishments  of  the  name  and  location 
of  each  htrmg  location  in  the  State  As  long  as  the 
Agency  is  contractually  bound  to  these  provisions  and 
has  so  advised  the  State  system,  there  is  no  need  to 
advise  the  State  system  of  subsequent  contracts  The 
Agency  may  advise  the  Slate  system  when  it  is  no 
tonger  bound  by  this  contract  clause. 

(f)  This  clause  does  not  apply  to  the  listing  of  employ- 
ment openings  which  occur  and  are  filled  outside  the 
50  States,  the  District  of  Columbia.  Puerto  Rico. 
Guam,  and  the  Virgin  lalands. 

(g)  The  provisions  of  paragraphs  (b).  {c).  (d).  and  (e). 
of  this  Clause  do  not  apply  to  openings  which  the 
Agency  proposes  to  fill  from  within  its  own  organiza- 
tion or  to  fill  pursuant  to  a  customary  and  traditional 
employer-union  hiring  arrangement  This  exclusion 
does  not  apply  to  a  particular  opening  once  an 


•mpfoyer  decides  to  consider  applicants  outstde  its 
own  organization  or  employer-union  arrangement  for 
that  opening. 

(h)  As  used  in  this  clause: 

(1)  'All  suitable  employment  openings"  Includes,  but 
Is  not  limited  to,  openings  which  occur  in  the  following 
job  categories;  production  and  non-production;  plant 
•nd  office;  laborers  and  mechanics;  supervisory  and 
non-supervisory:  technical;  and  executive,  admin- 
istrative professional  openings  that  are  compensated 
on  a  salary  basis  of  less  than  S2&.000  per  year  This 
term  includes  full-time  employment,  temporary  em- 
ployment ot  more  than  3  days'  duration,  and  part-time 
employment.  It  does  not  include  openings  which  the 
Agency  proposed  to  till  from  within  its  own  organiza- 
tion or  to  flit  pursuant  1o  a  customary  end  traditional 
•mployer-union  hiring  arrangement  nor  openings  m 
an  educational  institution  vvhich  are  restricted  to  stu- 
dents of  that  institution.  Under  the  most  compelling 
Circumstances,  an  employment  opening  may  not  be 
suitable  for  listing,  including  such  situations  where 
the  needs  of  the  Corporation  cannot  reasonably  be 
otherwise  supplied,  where  listing  would  be  contrary  to 
national  security,  or  where  the  requirement  of  listing 
would  otherwise  not  be  for  ths  best  interest  ot  the 
Corporation. 

-  {2t  'Appropriate  office  of  the  State  employment  Ser- 
vice system"  means  the  local  office  of  the  Federal/ 
State  national  system  of  public  employment  offices 
with  assigned  responsibility  for  serving  the  area 
where  the  employment  opening  is  to  be  filled,  includ- 
ing the  District  of  Columbia,  Guam.  Puerto  Rico,  and 
the  Virgin  Islands. 

-  (3)  "Openings  which  the  Agency  proposes  to  fill  from 
.^ithiB  its  own  orconi2€3t<'jii"  inoorts  employment  oi>cn- 
Ings  for  which  rro  consicleratiOfi  *''r!l  i>o  given  to  0i;t- 
sons  outside  the  Agency  organlztfiion  (including  any 
offiiiate:;,  subsidiaries,  nnd  the  parent  companies) 
and  includes  any  Openings  which  the  Agency  pro- 
poses to  fill  from  regularly  established  "recall"  lists. 

{4)  "Openings  which  the  Agency  proposes  to  fill  pur- 
suant to  a  customary  and  traditional  employer-union 
hiring  arrangement"  means  employment  openings 
which  the  Agency  proposes  to  till  from  union  hails, 
which  is  part  of  the  customary  and  traditional  hiring 
relationship  which  exists  between  the  Agency  and 
representatives  of  its  employees. 

(i)  The  Agency  agrees  to  comply  with  the  rules,  regu- 
lations, and  relevant  orders  of  the  Secretary  of  Labor 
Issued  pursuant  to  the  Act. 

(J)  In  the  event  of  the  Agency's  noncompliance  with 
the  requirements  of  the  clause,  actions  for  noncompli- 
ance may  be  taken  in  accordance  with  the  rules,  regu- 
lations, and  relevant  orders  of  the  Secretary  of  Labor 
Issued  pursuant  to  the  Act. 

(k)  The  Agency  agrees  to  post  in  conspicuous  places 
ovailable  to  employees  and  applicants  for  employment 
notices  in  a  form  to  be  prescribed  by  the  Director, 
provided  by  or  through  the  Contracting  Officer.  Such 
notice  shall  state  the  Agency  obligation  under  the  law 
to  take  affirmative  action  to  employ  and  advance  in 
empioymeni  qualified  disabled  veterans  and  veterans 
of  the  Vietnam  era  for  employment,  and  the  rights  Of 
applicants  and  employees 

(1)  The  Agency  will  notify  each  labor  union  or  repre- 
aentative  of  workers  with  which  it  has  a  collective  bar- 
gaining agreement  or  other  contract  understanding 
that  the  Agency  is  bound  by  terms  of  the  Vietnam  Era 
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'      ^ran's  Readjustment  Assistance  Act  and  is  com- 
/  d  to  taKe  aMirmative  action  to  employ  and  ad- 

V  e  in  employment  qualified  disabled  veterans  and 

Vcierans  of  the  Vietnam  era. 

(m)  The  Agency  will  include  the  provisions  of  this 
clause  m  every  subcontract  or  purchase  order  of 
$1 0.000  or  more  unless  exempted  by  rules,  regula- 
tions or  orders  of  the  Secretary  issued  pursuant  to  the 
Act,  so  that  such  provisions  will  be  binding  upon  each 
Bubcontracior  or  vendor  The  Agency  will  take  such 
action  with  respect  to  any  subcontract  or  purchase 
order  as  the  Director  of  the  Ofdce  of  Federal  Contract 
Compliance  Programs  may  direct  lo  enforce  such  pro- 
visions, including  action  for  noncompliance. 

8   Employment  of  th*  Handicapped 

(This  affirmative  action  clause  is  applicable  to  all  con- 
tracts and  subcontracts  of  S2.500  or  more  as  required 
by  the  regulations  of  the  Secretary  of  Labor.) 

(a)  The  Agency  will  not  discriminate  against  any  em- 
ployee or  applicant  for  employment  because  of  physi- 
cal or  mental  handicap  in  regard  to  any  position  for 
which  the  employee  or  applicant  (or  employment  is 
qualified.  The  Agency  agrees  to  lake  affirmative  action 
to  employ,  advance  in  employment  and  otherwise 
treat  qualified  handicapped  individuals  without  dis- 
crimination based  upon  their  physical  or  mental 
'handicap  rn  all  employment  practices  such  as  the  fol- 
lowing: employment,  upgrading,  demotion  or  transfer, 
recruitment,  advertising,  layoff  or  termination,  rates  of 
pay  or  other  forms  of  compensation,  and  selection  for 
training  including  apprenticeship. 

(b)  The  Agency  agrees  fo  comply  with  the  rules,  regu- 
Tns.  and  relevant  orders  of  the  Secretary  of  Labor 

/  ed  pursuant  to  the  Rehabilitation  Act  of  1973.  as 

^  ;nded. 

(c)  In  the  event  of  the  Agency's  noncompliance  with 
"the  requirements  of  this  clause,  actions  for  non- 
tcomphance  may  be  taken  m  accordance  with  the 
■rules,  regulations  and  relevant  orders  of  the  Secretary 

of  Labor  issued  pursuant  to  the  Act- 
id)  The  Agency  agrees  to  post  m  conspicuous  places. 
available  to  employees  and  applicants  for  employ- 
ment, notices  in  a  form  to  be  prescribed  by  the  Direc- 
tor. Office  of  Federal  Contract  Compliance  Programs. 
Department  of  Labor,  provided  by  or  through  the  Con- 
tracting Olticer.  Such  notices  shall  state  the  Agency's 
obligation  under  the  law  to  lake  affirmative  action  to 
employ  and  advance  in  employment  qualified  handi- 
capped employees  and  applicants  for  employmenL 
and  the  rights  of  applicants  and  employees. 

(e)  The  Agency  will  notify  each  labor  union  or  repre- 
eentative  of  workers  with  which  it  has  a  collective  bar- 
gaining agreement  or  other  contract  understanding, 
that  the  Agency  is  bound  by  the  terms  of  Section  503 
of  the  Act  and  is  committed  to  take  affirmative  action 
to  employ  and  advance  in  employment  physically  and 
mentally  handicapped  individuals. 

(f)  The  Agency  will  include  the  provisions  of  this 
clause  m  every  subcontract  or  purchase  order  of 
$2,500  or  more  unless  exempted  by  rules,  regula- 
tions, or  orders  of  the  Secretary  of  Labor  Issued  pur- 
auanl  to  Section  503  of  the  Act.  so  that  such  provi- 
sions will  be  binding  upon  each  subcontractor  or 
*'endor  The  Agency  will  take  such  action  with  respect 

/  ny  subcontract  or  purchase  order  as  Ihe  Director. 

(  ce  of  Federal  Contract  Compliance  Programs,  may 

■  ect  to  enforce  such  provisions,  including  action  for 
noncompliance. 


9   Utillutfonof  Wom*n-Own«dB4isln«ss 
Concama 

(Applicable  If  the  contract  exceeds  S10.000.) 

(a)  It  Is  the  policy  of  the  United  States  Government 
that  women-owned  businesses  shall  have  the  maxi- 
mum practicable  opportunity  to  participate  m  the  per- 
formance of  contracts  awarded  by  any  Federal 
agency. 

(b)  The  Agency  agrees  to  use  Its  best  efforts  to  carry 
out  this  policy  in  the  award  of  subcontracts  to  the  ful- 
tosl  extent  consistent  with  the  efficient  periormance 
of  this  contract-  As  used  m  this  contract,  a  "woman- 
owned  business"  concern  means  a  business  that  is  at 
teast  51  percent  owned  by  a  woman  or  women  who 
also  control  and  operate  it.  'Control"  in  this  context 
means  exercising  the  power  to  make  policy  decisions. 
•Operate"  in  this  context  means  being  actively  in- 
volved in  the  day-to-day  managemenL  "Women" 
means  all  women  business  owners. 

(The  following  clauses  are  applicable  It  the  contract 

exceeds  SSOO.OOO.) 

(c)  The  Agency  agrees  to  establish  and  conduct  a  pro- 
gram which  will  enable  women-owned  business  con- 
cerns to  be  considered  fairly  as  subcontractors  and 
suppliers  under  this  contract.  In  this  connection,  the 
Agency  shall:    '' 

(1)  Designate  a  liaison  officer  who  will  administer  the 
Agency's  "Women-Owned  Business  Concerns 
Program." 

(2)  Provide  adequate  and  timely  consideration  of  the 
potentialities  of  known  women-owned  business  con- 
cerns in  all  "make-or-buy"  decisions. 

(3)  Develop  a  list  of  qualified  bidders  that  are  women- 
owned  businesses  end  assure  that  known  women- 
owned  business  concerns  have  an  equitable  oppor- 
tunity to  compete  for  subcontracts,  particularly  by 
making  information  on  forthcoming  opportunities 
available,  by  arranging  solicitations,  time  for  the 
preparation  of  bids,  quantities,  specifications,  and 
delivery  schedules  so  as  to  facilitate  the  participation 
of  women-owned  business  concerns. 

(4)  Maintain  records  showing  (i)  procedures  which 
have  been  adopted  to  comply  with  the  policies  set 
forth  in  this  clause,  including  the  establishment  of  a 
source  list  of  women-owned  business  concerns;  (ii) 
awards  to  women-owned  businesses  on  the  source 
list  by  minority  and  non-minority  women-owned  busi- 
ness concerns;  and  (m)  specific  eflorts  to  identify  and 
sward  contracts  to  women-owned  business  concerns. 

(5)  Include  the  'Utilization  of  Women-Owned  Busi- 
ness Concerns"  clause  m  subcontracts  which  offer 
substantial  subcontracting  opportunities. 

(6)  Cooperate  in  any  studies  and  surveys  o!  the  Agen- 
cy's women-owned  business  concerns  procedures 
and  practices  that  the  Contracting  Officer  may  from 
time-to-time  conduct. 

(7)  Submit  periodic  reports  of  subcontracting  to 
women-owned  business  concerns  with  respect  to  the 
records  referred  to  in  subparagraph  (4)  above,  in  such 
form  and  manner  and  at  such  time  (not  more  often 
than  quarterly)  as  the  Contracting  Officer  may 
prescribe. 

(d)  The  Agency  further  agrees  to  insert,  in  any  sub- 
contract hereunder  which  may  exceed  SSOO.OOO  or 
SI  .000.000  in  the  case  of  contracts  for  the  construe- 
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lion  of  any  public  factlity  and  which  offers  substantial 
subcontracting  possibilities,  provisions  which  shall 
conform  substantially  to  the  language  of  this  clause. 
Including  this  paragraph  <d).  and  to  notify  the  Con- 
tracting Officer  of  the  names  of  such  subcontractors. 

(e)  The  Agency  further  agrees  to  require  written  cer- 
tification by  lis  subcontractors  that  they  are  bona  fide 
women-owned  and  controlled  business  concerns  in 
•  ccordancc  with  the  definition  of  a  women-owned 
business  concernts  set  forth  m  the  Utilization  Clause 
Bib)  above  at  the  lime  of  submission  of  t>ids  or 
proposals. 

10   Utilisation  of  Small  Busincee  Concttms  and 
Small  BuBlnett  Concerns  Owned  and  Con- 
trolled by  Socially  and  Economically 
-  Disadvantaged  Individuals 

(Applicable  il  the  contract  exceeds  $1 0.000  ) 

(a)  (1  is  the  policy  of  the  United  Stales  that  small  busi- 
ness concerns  and  small  business  concerns  owned 
and  controlled  by  socially  and  economically  disad- 
vantaged individuals  shall  have  the  maximum  prac- 
ticable opportunity  to  participate  in  the  performance 
of  contracts  let  by  any  Federal  agency. 

(b)  The  Agency  hereby  agrees  to  carry  out  this  policy 
In  the  awarding  of  subcontracts  to  the  fullest  extent 
consistent  with  the  efficient  performance  of  this  con- 
tract. The  Agency  further  agrees  to  cooperate  in  any 
studies  or  surveys  as  may  be  conducted  by  the  Small 
Business  Administration  or  the  Corporation  which 
may  be  necessary  lo  determine  the  extent  of  the 
Agency's  compliance  with  this  clause. 

(c)  {1 }  As  used  in  this  contract,  the  term  "small  busi^ 
ness  concern"  shall  mean  a  smalt  business  as  defined 
pursuant  to  section  3  of  the  Small  Business  Act  znd' 
relevant  regulations  promulgated  Pursuant  thereto-.  '" 

(2)  The  term  "small  business  concern  owned  and  con- 
trolled by  socially  and  economically  disadvantaged 
Individuals'"  shall  mean  a  small  business  concern  — 

(i)  which  is  at  least  51  per  centum  owned  by  one  or 
more  socially  and  economically  disadvantaged  indi- 
viduals, or  in  the  case  of  any  publicly  owned  busi- 
ness, at  least  51  per  centum  of  the  stock  of  which  is 
owned  by  one  or  more  socially  and  economically  dis- 
advantaged individuals,  and 

(ii)  whose  management  and  daily  business  operations 
ate  controlled  by  one  or  more  of  such  individuals  The 
Agency  shall  presume  Ihal  socially  and  economically 
disadvaniaged  individuals  include  Black  Americans. 
Hispanic  Americans.  Native  Americans.  Asian-Pacific 
Americans,  and  other  minorities,  or  any  other  indi- 
vidual found  to  be  disadvantaged  by  the  Small  Busi- 
ness Administration  pursuant  to  section  8(al  of  the 
Small  Business  Act. 

(d)  Agency  acting  m  good  faith  may  refy  on  written 
representations  by  subcontractors  regarding  their 
status  as  a  small  business  concern  or  a  small  busi- 
ness concern  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals 

(The  lollowing  clauses  are  applicable  lo  contracts 
which  oiler  subcontracting  opportunities  and  which 
•  xceed  $500,000  ) 

(e)  This  provision  does  not  apply  lo  small  business 
concerns. 

(I)  The  term  "subcontract"  means  any  agreement 
(other  than  one  involving  an  employer-employee  rela- 
lionshipl  entered  into  by  a  Federal  Government  prime 


contractor  or  subcontractor  catling  lor  supplies  or 
services  required  lor  the  pertormanco  of  the  original 
contract  or  subcontract. 

(g)  The  bidder  acknowledges  that  il  is  aware  ol  the 
subcontracting  plan  requirement  in  this  provision; 
and  If  selected  for  award,  will  submit  within  30  days  or 
such  lime  as  specified  by  the  contracting  otlicer  a 
subcontracling  plan  Ihal  will  afford  the  maximum 
practicable  opportunity  to  participate  in  the  perfor- 
mance of  the  contract  to  small  and  small  disadvan- 
taged concerns,  and  will  include: 

(1 )  Percentage  goals  (expressed  in  terms  ol  pereenl- 
age  of  total  planned  subcontracting  dollars]  lor  the 
utilization  as  subcontractors  ol  small  business  con- 
cerns and  small  business  concerns  owned  and  con- 
trolled by  socially  and  economically  disadvantaged 
Individuals;  (For  the  purposes  ol  the  subconlractino 
plan,  the  contractor  may  include  all  purchases  which 
contribute  lo  the  perlormance  ol  the  contract.  Includ- 
ing a  proportionate  share  ol  products,  services,  elc, 
whose  costs  are  normally  allocated  as  indirect  or 
overhead  costs.) 

As  pan  ol  Its  establishment  of  percentage  Qosis  the 
apparent  successful  bidder  shall  also  include  in  its 
subcontracting  plan: 

(A)  A  statement  ol:  (i)  total  dollars  planned  to  be  sub- 
contracted; (ii)  total  dollars  planned  to  be  subcon- 
tracted to  small  business:  and  dii)  total  dollars 
planned  lo  be  subcontracted  to  small  disadvantaged 
business. 

(B)  A  description  ol  the  principal  product  and  service 
areas  to  be  subcontracted  and  an  identilication  of 
those  areas  vjhere  it  is  planoetflo  use  (i)  small  busi- 
ness subcontractors, and  (ii)  srnall  dissdvantaged 
business  subcontractors. 

(2)  The  name  of  an  individual  within  ths  employ  of  Iho 
bidder  who-wili  administer  the  bidder's  subcontract- 
ing program  and  a  description  ol  the  duties  ol  such 
individual; 

(3)  A  description  o(  the  ellorls  the  bidder  will  take  to 
assure  thai  small  business  concerns  and  small  busi- 
ness concerns  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals  will  have  an 
equitable  opportunity  to  compete  for  subcontracts; 

(4)  Assurances  that  the  bidder  will  include  the  clause 
entitled  Utilization  ol  Small  Business  Concerns  and 
Small  Business  Concerns  Owned  and  Controlled  by 
Socially  and  Economically  Disadvantaged  Individuals 
In  all  subconlracis  which  ollerlurther  subconlractinfl 
opporlunities  and  to  require  all  subcontractors 
(except  small  business  concerns)  which  receive  sub- 
contracts in  excesss  of  S500.000.  or  in  the  case  ol  a 
contract  for  the  construction  of  any  public  lacility, 

$1 ,000.000.  to  adopt  and  comply  with  a  plan  similar  to 
the  plan  agreed  lo  by  the  bidder 

(5)  Assurances-lhal  the  bidder  will  submit  such 
periodic  reports  and  cooperale  in  any  studies  or  sur- 
veys as  may  be  required  by  the  contracing  agency  or 
(he  Small  Business  Administration  in  order  to  deter- 
mine the  extent  ol  compliance  by  the  bidder  with  the 
subcontracting  plan;  and 

(6)  A  recitation  ol  the  types  ol  records  the  successlul 
bidder  will  mamlain  lo  demonstrate  procedures  which 
have  been  adopted  to  comply  with  the  requirements 
and  goals  set  lorth  in  the  plan.  Including  the  establish- 
ment ol  source  lists  ol  small  business  concerns  and 
small  business  concerns  owned  and  controlled  by 
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-"■rialiy  and  economically  disadvantaged  Individuals: 
efforts  to  Identify  and  award  subcontracts  to  sucti 
I  business  concerns  The  records  shall  rnclude  at 
.  .it  the  lolloping  (these  records  may  be  maintained 
on  a  plant-wide  or  company-wide  basis  unless  other- 
wise indicated): 

(A)  Small  and  disadvantaged  business  source  lists, 
guides  and  other  data  identifying  small  and  disadvan- 
taged business  vendors. 

(B)  Organizations  contacted  for  small  and  disadvan- 
taged business  sources. 

(C)  On  a  contracl-by-contract  basis,  records  on  all 
subconiraci  soiicMalions  over  Si  00.000.  indicating  on 
each  solicitation  (i)  whether  small  business  was 
solicited,  and  i(  not  why  not;  (n)  whether  small  disad- 
vantaged business  was  solicited,  and  if  not  why  not: 
and  (ill)  reasons  for  the  failure  of  solicited  small  busi- 
ness or  small  disadvantaged  business  to  receive  the 
subcontract  award. 

(DJ  Records  to  support  other  outreach  efforts:  (i)  Con- 
tacts with  minority  and  small  business  trade  associa- 
tions, (ii)  Contacts  with  business  development  organi- 
Mtions  {ill)  Attendance  at  smali  and  minority  busi- 
ness procurement  conferences  and  trade  fairs. 

(E)  Records  to  support  internal  activities  to  guide  and 
encourage  buyers:  (i)  Workshops,  seminars,  training 
programs,  (n)  Monitoring  activities  to  evaluate 
compliance. 

(F)  On  a  contract-by-contract  basis,  records  to  sup- 
port award  data  submitted  to  the  Government  to  in- 
clude name  and  address  of  subcontractor. 


■""he  bidder  understands  thai: 


It  agrees  lo  carry  out  the  Government's  policy  to 
provide  the  manmum  practicable  opportunity  for 
small  business  concerns  and  small  busines  concerns 
owned  and  controlled  by  socially  and  economically 
tiisadvantaged  individuals  to  participate  m  the  perfor- 
mance of  the  contract,  consistent  with  its  efficient 
performance. 

(2)  If  it  does  not  submit  a  subcontracting  plan  within 
30  days  or  such  lime  as  specified  by  the  contracting 
agency,  it  will  be  ineligible  to  be  awarded  the  contract, 

(3)  Prior  compliance  of  the  bidder  with  other  such 
subcontracting  plans  under  previous  contracts  will  be 
considered  by  the  contracting  officer  in  determining 
the  responsibility  of  the  offeror  for  award  of  the 
contract- 

(4)  It  IS  the  bidders  responsibility  to  develop  a  sub- 
contracting plan  with  respect  to  both  small  business 
concerns  and  small  business  concerns  owned  and 
controlled  by  socially  and  economically  disadvan- 
taged individuals  and  ihai  each  such  aspect  of  the 
plan  will  t>e  judged  independently  of  the  other 

(i)  The  faUure  of  any  contractor  or  subcontractor  to 
comply  in  good  faith  with  (i)  the  clause  entitled  Udtiza- 
licnof  Small  Business  Concerns  and  Small  Business 
Concerns  Owned  and  Controlled  by  Socially  and  Eco- 
nomically Disadvantaged  Individuals  or  in)  the  terms 
of  any  subcontracting  plan  required  by  this  Small 
Business  and  Small  Disadvantaged  Business  Sub- 
contracting Plan  lAdvertised)  provision,  will  be  a 
""aterial  breach  of  the  contract  or  subcontract 

Commercial  Products  If  a  commercial  product 
tffined  t>elow)  is  offered,  the  required  subcontract- 
ing plan  may  relate  lo  the  company  s  or  division's  pro- 


duction generally  (both  for  commercial  and  noncom- 
mercial products)  rather  than  solely  to  the  item  t>eing 
procured  under  the  Government  contract.  In  auch 
cases,  the  contractor  ahali  be  required  to  submit  one 
company-wide,  annual  plan  to  be  revtewed  for  approv- 
al by  the  first  agency  with  which  It  enters  into  a  prime 
contact  (which  requires  a  subcontracting  plan)  during 
the  fiscal  year,  or  ijy  another  agency  aatisfaciory  to 
the  contracting  officer.  The  approved  plan  will  remain 
In  effect  for  the  company's  entire  fiscal  year  for  all  o( 
the  company's  or  division's  commercial  products.  The 
term  "commercial  products"  means  products  in  regu- 
lar production  sold  in  substantial  quantities  to  the 
general  public  and/or  industry  at  established  msrket 
or  catalog  prices  A  product  which,  in  the  opinion  of 
the  contracting  officer,  differs  only  Insignificantly 
from  the  contractor's  commerical  product  may  be 
regarded  tor  the  purpose  of  this  clause  as  a  commer- 
cial  product. 

1 1    Utilization  of  Labor  Surplus  Ar«a  Cone*ms 

(Applicable  if  the  contract  or  subcontract  exceeds 
$10,000.) 

(a)  It  is  the  policy  of  the  Government  to  award  con- 
tracts to  latxjr  surplus  area  concerns  that  agree  to 
perform  substantially  in  labor  surplus  areas,  where 
this  can  be  done  consistent  with  the  efficient  perfor- 
mance of  the  contract  and  at  prices  no.higher  than  are 
obtainable  elsewhere.  The  Agency  agrees  to  use  its 
best  efforts  to  place  subcontracts  in  accordance  with 
this  policy. 

(b)  In  complying  with  paragraph  (a)  of  this  clause  end 
with  Article  20c.  entitled  "Utilization  of  Small  Busi- 
ness Concerns",  paragraph  (b).  the  Agency  in  placing 
Its  subcontracts  shall  observe  the  following  order  of 
preference  (1 )  Small  business  concerns  that  are 
tabor  surplus  area  concerns.  (2)  other  small  business 
concerns,  and  (3)  other  labor  surplus  area  concerns. 

(c)  (1)  The  term  "labor  surplus  area'  means  a 
geographical  area  identified  by  the  Department  of 
Labor  as  an  area  of  concentrated  unemployment  or 
under  employment  or  an  area  of  labor  surplus. 

(2)  The  term  "labor  surplus  area  concern"  means  a 
concern  that  together  with  its  first  tier  subcontractors 
will  perform  substantially  in  labor  surplus  areas. 

(3)  The  term  "perform  substantially  in  a  labor  surplus 
area"  means  that  the  costs  incurred  on  account  of 
manufacturing,  production,  or  appropriate  services  in 
tabor  surplus  areas  exceed  50  percent  of  the  contract 
price. 

(4)  Maintain  records  showing  the  procedures  which 
have  been  adopted  lo  comply  with  the  policies  set 
forth  in  this  clause  and  report  subcontract  awards 
(see  41  CFR  1-16.804-5  regarding  use  of  Optional 
Form  61).  Records  maintained  pursuant  to  this  clause 
will  be  kept  available  for  review  by  the  Government 
until  the  expiration  of  1  year  after  the  award  of  this 
contract,  or  for  such  longer  period  as  may  be  required 
by  any  other  clause  of  this  contract  or  by  applicable 
law  or  regulations. 

12   Clean  Air  and  Water  Clause 

(Applicable  only  it  the  contract  exceeds  $1 00.000.  or 
a  facility  to  be  used  has  been  the  subject  of  a  convic- 
tion undertheClean  Air  Act  (42U  S  C.  1857c-8(c)(1)) 
or  the  Federal  Water  Pollution  Control  Act  (33  U.S.C. 
1319  (c))  and  IS  listed  by  EPA,  or  the  contract  is  not 
otherwise  exempt  under  41  CFR  1-1.2302-4.) 

(a)  Agency  agrees  as  follows: 
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time,  and  in  the  case  of  such  agreements  or  provi- 
sions or  afnendmenis  thereof  effective  at  a  later  time 
during  the  period  Of  contract  perlormance,  auch 
agreements  shall  be  reported  promptly  alter  negotia- 
tion thereof 

(m)  Regulations  Incorporated  by  Reference  -  All  inter- 
pretalions  ol  the  Service  Contract  Act  of  1 965  ex- 
pressed in  29  CFR  Pan  4.  Subpart  C.  are  hereby  in- 
corporated by  reference  in  this  contract. 

•    (n)  Eiemptions- This  clause  relating  to  the  Service 
Contract  Act  ol  1 9ES  shall  not  apply  to  the  loilowing: 

(1)  Any  contract  of  the  United  Slates  or  District  of 
Columbia  lor  construction,  alteration,  and/or  repair. 
Including  painting  and  decorating  of  public  buildings 
or  public  works: 

(2)  Any  work  required  to  be  donein'accordance  with 
the  provisions  of  the  Walsh-Healy  Public  Contracts 
Act  (41  use.  35-45). 

(3)  Any  contract  for  the  carriage  0(  freight  or  person- 
net  by  vessel,  airplane,  bus.  truck,  express  railway 
line,  or  oil  or  gas  pipeline  where  published  tanit  rates 
•re  in  effect,  or  where  such  carriage  is  subject  to  rates 
covered  by  section  22  of  the  Interstate  Commerce  Act: 

(4)  Any  contract  for  the  furnishing  of  services  by 
radio,  telephone,  telegraph,  or  cable  companies,  sub- 
ject to  the  Communications  Act  of  1 934, 

(5)  Any  contract  lor  public  utility  services,  including 
electric  light  and  power,  water,  steam,  or  gas: 

<6)  Any  employment  conlract  providing  for  direct  ser- 
vices to  a  Federal  agency  by  an  individual  or 
Individuals: 

(7)  Any  coniraci  wilh  the  Post  Office  Department  (US. 
Postal  Service),  the  principal  purpose  of  which  is  the    • 
operation  of  postal  contract  stations. 

(8)  Any  services  to  be  furnished  outside  the  United 
States  For  geographic  purposes,  the  ■United  Stales" 
is  defined  in  section  8(a)  of  the  Service  Contract  Act 
of  1965  to  include  any  Stale  ol  the  United  Slates:  the 
Dislrici  ol  Columbia.  Puerlo  Rico,  the  Virgin  Islarids. 
Outer  Continental  Shell  lands,  as  defined  in  the  Outer 
Continental  Shell  Lands  Act.  American  Samoa.  Guam 
Wake  Island.  Emwelok  Atoll.  Kwaialem  Atoll.  Johnston 
Island,  and  Can  ion  Islandlldoes  not  includeany 
other  territory  under  the  lurisdiclion  of  Ihe  United 
Slates  or  any  United  Slates  base  or  possession  within 

•  foreign  country 

(91  Any  of  Ihe  following  coniracis  exempled  from  all 
■  provisions  ol  Ihe  Service  Contract  Act  of  1965.  pur- 
suant lo  section  4(B)  ofthe  Act.  which  exemptions  the 
Secretary  of  Labor,  prior  lo  amendment  of  such  sec- 
tions by  P  L  92-473.  found  lo  be  necessary  and 
proper  in  the  public  inieresi  or  to  avoid  serious  impair- 
ment ol  the  conduct  of  Government  business: 

(i)  Contracts  entered  inio  by  the  United  States  with 
common  carriers  for  the  carnage  of  mail  by  rail,  air 
(except  Bir  alar  routes),  bus.  and  ocean  vessel,  where 
such  carriage  is  performed  on  regularly  scheduled 
runs  of  the  trains,  airplanes,  buses,  and  vessels  over 
regularly  established  routes  and  accounts  for  an  in- 
substantial portion  ol  the  revenue  therefrom: 

(li)  Any  contract  entered  into  by  Ihe  US  Postal  Ser- 
vice with  an  Individual  owner-operator  lor  mail  service 

•  here  if  IS  not  contemplated  al  Ihe  lime  the  conlract  is 
made  that  such  owner-operator  will  hire  any  service 
•mployee  lo  perlorm  the  services  under  the  coniraci 


•xcept  tor  short  periods  o(  vacation  lime  or  for  unex- 
pected contingencies  or  emergency  altualions  such 
■s  Illness  or  accident. 

(o)  Special  Employees  -  Notwithstanding  any  of  the 
provisions  in  paragraphs  (a)  through  (n)  of  Ihis  clause 
relating  to  the  Service  Contract  Act  of  1 965.  Ihe  lot- 
lowing  employees  may  be  employed  in  accordance 
with  the  following  variations,  tolerances,  and  exemp- 
tions prior  to  Its  amendment  by  P.  L.  92-473,  lound  to 
be  necessary  and  proper  in  Ihe  public  Inieresi  or  lo 
■void  serious  Impairment  ol  Ihe  conduct  ol  Cover i>- 
(nent  business: 

(t)  (I)  Apprentices,  sludent-learners.  and  workers 
whose  earning  capacity  Is  Impaired  by  age,  physical, 
or  mental  deliciency  or  Injury  may  be  employed  at 
wages  lower  than  the  minimum  wages  otherwise  re- 
quired by  section  2(a)(1)  or  2(b)(1)  ol  Ihe  Service  Con- 
tract Act  ol  1 965,  without  diminishing  any  fringe 
benefits  or  cash  payments  in  lieuthereol  required 
under  section  2(a) (21  ol  thai  Act,-in  accordance  wilh 
Ihe  procedures  prescribed  lor  Ihe  employment  of  ap- 
prentices, student-learners,  handicapped  persons, 
•  nd  handicapped  clients  of  sheltered  workshops 
under  section  1 4  ol  Ihe  Fair  Labor  Standards  Act  of 
1 938.  (29  use.  201  et  seq  )  in  theregulaliona  issued 
by  the  Administrator  (29  CFR  Parts520, 521, 524.  and 
625).  ^ 

(ii)  The  Administrator  will-issue  ceriificales  under  the 
Service  Contract  Act  of  1965  for  Ihe  employment  of 
(pprentices.  sludent-learners.  handicapped  persons, 
or  handicapped  clients  ol  sheltered  workshops  noi 
subject  to  Fair  Labor  Standards  Act  of  1 938.  or  sub- 
ject to  dillerent  minimum  rates  olpay  under  the  two 
Acts,  aulhorlzingappropnate  ra^ssol  minimum  v/ages 
(but  without  ctionBiiTarrefiuirem^n?sJMncerning  fringe 
benefits  or-supplememary  ceih^iayments  in  lisu 
thereof),  applying  procedures  prescribed  by  the  Hp- 
plicable  regulations  Issued  unde;  th6  Fair  Labor  Stan- 
tiards  Act  of  1 938  (29  CFR  Parts  520,  521 .  524  and 
S25): 

(lii)  The  Administrator  will  also  withdraw,  annul,  or 
cancel  such  cerlilicales  in  accordance  with  the  regu- 
lations in  Parts  525  and  528  ol  Title  29  ol  the  Code  ol 
Federal  Regulations. 

(2)  An  employee  engaged  in  an  occupation  in  which 
Ihe  employee  customarily  and  regularly  receives  more 
than  S30  a  month  in  tips  may  have  the  amount  of  tips 
credited  by  the  employer  against  the  minimum  wage 
required  by  section  2(a)(1)  or  section  2(b)  (1 )  ol  Ihe 
Act.  in  accordance  wilh  the  regulations  in  29  CFR  Part 
531 :  Provided,  however,  that  ihe  amount  of  such 
credit  may  not  exceed  SI  .24  per  hour  beginning  Janu- 
ary 1.  1980,  and  $1.34  per  hour  after  December  31 
1980. 
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APPENDIX  ll-STD  TO  FCIC-499,  AQENCY  SALES  AND  SERVICE  AOnCEMEMT 


•fit.  Cor-  porelion  wMI  compensate  the  Agency  as  specified 
\^]o<^  for  all  policies  sold  (new  or  carryover)  for  which  Ihe 
fiftf^c-i  collects  the  larmer's  premiums  by  the  termination 
d^flVfis)  m  the  policy (les)  for  the  crop  year  For  purposes 
^Tnis  section.  "Base  Premium"  is  the  c  a  leu  la  led 
^mium  belore  experience  adjustment  end  before  ar^y 
C^duclion  for  subsidy  but  after  any  reduction  (or  hail  and 
fire  exclusion  credit  excludmQ  interest  charges. 

1  New  Policies.  New  policies  are  those  not  In  force  with 
the  Corporation,  or  any  company  or  organization 
reinsured  by  the  Corporation,  on  the  same  crop  for 
Ihe  same  entity  the  previous  policy  year.  The  Agency 
will  be  compensated  at  the  rate  of  18%  of  the  base 
premium. 

2  Carryover  Policies.  For  those  policies  (or  the  same 
crop  and  entity  that  were  in  force  the  previous  year 
with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  wiH  be 
compensated  at  Ihe  rale  ofl3%  of  the  base  premium. 

'  3   The  Agency  will  be  conpensatad  en  additional  2%  of 
Ihe  base  premium  under  Sections  \  and  2  of  this  ap- 
pendix 'f  the  Agency  meets  or  exceeds  the  total  sales 
goal  agreed  upon  by  tr.e  Agency  and  ths  Corporahon 
in  the  Annual  Marketing  Plan  which  is  cor.siderea  a 
pan  of  Ihis  appendix  as  il  coniamecj  ^erein^^AV 

If  an  insured  cancels  a  policy  and  signs  an 
application  for  insurance  with  another  agent  for  the 
same  crop  year,  and  tl  a  dispjle  arises  as  to  which 
•gent  shall  provide  the  service,  the  Corporation  will 
TTuKe  such  determination. 

The  Corpora  I  lorv  may  obtain  any  acreage  reports  not 
secured  by  Ihe  Agency  by  the  dale  eslabhshed  by  the 
Corporahon  after  which  an  inspection  is  required  !o 
dolermrne  insurability  of  the  acreage,  and  the 
Agency's  earnmo:;  under  Sections  1  or  2  ol  this 
appendix  wril  be  reduced  SSOOO  for  each  crop  po'.cy 
(or  which  the  Corporation  secured  the  acreoge  report. 


> 


e   For  the  purpose  of  computing  commissions  under 
Sections  1  and  2  ot  this  appendix,  farmer's  premiums 
mailed  to  the  Corporation  or  collected  throuQh 
deduction  from  Indemnities  shall  be  considered  aa 
coHocled  by  the  Agency  as  ol  the  date  of  malllno  or 
Ihe  data  the  claim  lor  loss  is  signed-  No  compensation 
ahoil  be  paid  for  crop  policies  which  do  not  result  in  a 
fully  collected  premium. 

7   For  crop  policy  year  accounts  terminated  for 
Indebtedness  which  are  collected  by  the  Agency 
(including  those  referred  lo  the  Agency  by  the 
Corporation  for  collection),  reimbursement  will  be 
based  on  Section  2  of  this  appendix. 

e   No  amount(s)  shall  be  paid  the  Agency  unless  the 
payment  is  fully  earned  except  that  it  Ihis  agreement 
Is  terminated  as  provided  in  Section  1 5  or  23  ol  the 
agreement,  the  Corporation,  at  its  option,  may  make 
payment  for  services  rendered  but  not  fully  earned. 

0  The  Corporation,  with  Ihe  consent  of  the  Agency,  may 
\       assign  additional  crop  policies  to  the  Agency  tor 
servicing  according  lo  the  terms  of  this  agreement. 
Reimbursement  for  the  service  on  such  crop  policies 
will  be  based  on  Section  2  of  Ihis  appendix. 

10  The  Agency  shall  not  share  commissions  with  or 
provide  fees  or  other  consideration  to  any  individual 
producer  lor  the  purpose  of  obtaining  an  application 
(or  insurance. 

I  This  appendix  becomes  effective  beginning  with  the 
I  1 9 crop  year  (or  Agency  Code  No . 


INITIALS  DATE 

CORPORATION 


INITIALS 

AGENCY 


DATE 
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EXHIBIT  TO. 
Amendments  to  Agency  Salas  and  Service  Agreement 
AGREEMENT  (Amendment  by  section) 


Sec.  1,  page  1: 
Before  amendment: 

After  amendment: 

Sec.  2,  page  1: 

Before  amendment: 


After  amendment: 


Sec.  5,  page  1: 
Before  amendment: 


After  amendment: 


-; 


The  agenc-  ha3--3-ttbmi:tted  a  plan  of  operation  containing 
the  infonution  required  by  the  Corporation  whereby  it 
agrees  to: 

The  agency  (.is  required  to  submit)  a  plan  of  operation 
containing  the  information  required  by  the  Corporation 
whereby  i:  agrees  to: 


tXuii  uiiibL~bg  subuirLLeJ  Lct  Llie  CuipuLdLluu 
arrf-  when  approved  by  the  Corporation  is  made  a  part  of 
this  agre£ment  as  though  set  out  in  full  herein  and  may 
be  change!  upon  agreement  between  the  Corporation  and 
the  Agency.  '  - 

(The  plan  of  operation   and  amendments   thereto)    when 
approved  ry  the  Corporation  is  made  a  part  of  this 
agreement  as  though  set  out  in  full  herein  and  may 
be  changec  upon  agreement  between  the  Corporation  and 
the  agency. 


The  Agency  shall  ao-Jrire-irS— e-Fo^-pe-lrie-ioo  and-  aoroago 
Fep«-i^t9-, — c-ijijrtee-ir  applicants  on  details  of  coverage, 
acreage  rraorts  and  procedures  to  adjust  losses,  and 
accept  notices  of  crop  damage  or  loss,  notices  of 
cancellati-n,  farmer  paid  premiums,  assignments  of 
indemnity,  and  transfers  of  right  to  indemnities  of 
Crop  Insurance  and  assist  farmers  in  the  reporting 
of  claims,  according  to  rules,  regulations,  and 
instructi.-us  furnished  from  time  to  time  by  the 
Corporaticn.   In  the  solicitation  and  servicing  of 
crop  policies,  the  Agency  agrees  not  to  discriminate 
against  ary  producer  because  of  race,  color,  age, 
religion,  national  origin,  sex,  marital  status,  or 
handicap. 

The  agency  shall  (take  all   actions  necessary   to  sell 
and  servix  crop  insurance  including  but  not   limited 
to  counseling)      applicants  on  details  of  coverage,  acreag 
reports  aid  procedures  to  adjust  losses,  and  accepting 
notices  of  crop  damage  or  loss,  notices  of  cancellation, 
farmer  paiJ  premiums,  assignments  of  indemnity,  and 
transfers  jf  right  to  indemnities  for  crop  insurance 
and  assist  farmers  in  the  reporting  of  claims,  (preview 
coding  ani  batching  documents   for  data   entry   and 
resolving  document   errors)    according  to  rules, 
regulations  and  instructions  furnished  from  time  to 
time  by  tie  Corporation.   In  the  solicitation  and 
servicing  jf  crop  policies,  the  agency  agrees  not  to 
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Sec.  7,  page  1: 
Before  amendment: 


After  amendment: 


Sec.  11,  page  2: 
Before  amendment: 


After  amendment: 


y 


discriminate  against  any  producer  because  of  race,  color, 
age,  religion,  national  origin,  sex,  marital  status,  or 
handicap. 


All  of  the  fefegeiHg  services  ahali-be-eondeietei-in-a-manner 
9e€-f erth-in-gHideiines-issned-by-the-Federai-erop-insarance 
GetporaCionT   The  Agency  further  agrees  to  submit  to  re- 
examination of  any  and  all  information  determined  and,  when 
requested,  must  respond  to  any  questions  which  may  arise  as  a 
result  of  information  furnished  to  the  Corporation  by  the 
Agency . 

All  of  the  services  (required  by   this  agreement  shall   be 
conducted  in  a  manner  set  forth  in  procedures   issued  by   the 
Corporation  or  in   the  absence   of  such  procedures,    in  accordance 
with   good  business  practice.)      Ihe  agency  further  agrees  to 
submit  to  re-examination  of.  any  and  all  information  determined 
and,  when  requested,  must  respond  to  any  questions  which  may 
arise  as  a  result  of  information  furnished  to  the  Corporation 
by  the  agency. 


trt-the-frvertt-thz-GoTporstriarc-rs-cmabie-lru-frrmtsh-necassaTry 
p-i^intcd  ma&ei!^^a-lra-afvd--a»pp3r3res-  needed -■i:R—ad»irR>9-&er-i-ftg-- 
9-eHriFtg-  -and-  -aer^v-  te-tftg  -&f-  -Fedepai  -ep«-p  -I-ftatti^anee  -po-tieirea  ,- 
the-Ge-rp«r-attoft -m-ay -reqo-ir«- -the -Agene-y- 6«r -fwrn-is-h—stte-h-ctate-r-ia-lr 
and-  -i?eimb«-f  ae  -the  -Ageney-  -f-or-  -att  -ifeaaen-ab-ie  -ex-pen  3  e  ^  -P-]?»v-id-ed- 
hewevei!^--6-h&-r-eitab«-i?-aente«-6— alrlowanec  was— agreed-  upon  by-febe- 
Ageney-and— E-he— Ge-g-p^i^a-E-ie-R-  before -6-he  oK-pcnoo-eee<*-t^Fe4.- 

(The  Corporation  will   provide   the  agency   an   initial   supply  of 
all   necessary  printed  material   and  certain  supplies  needed 
to  administer,   sell,   and  service   the  Federal   Crop   Insurance 
policies.      The  agency   will  be  required   to  supply  each  of  its 
sub-agents   with   a  complete  and  current   copy   of  all   necessary 
actuarial   and  other  necessary  materials  at   the  agency's 
expense. 

All   information  and  materials   maintained  by   the  agency   in 
files  relating  to  policyholders   are   the  property   of  the 
Corporation  and  are  subject   to  release   to  or  review  by    the 
Corporation   upon  demand.) 
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Sec.  17,  page  2: 
New  section: 


Sec.  17,  page  2, 
on  old  agreement 
renumbered  18. 

Sec.  18,  page  2: 

Deleted  from  old 
agreement 


Sec.  21,  page  3: 
Before  amendment: 


After  amendment: 


(The  agency  will   provide   the  Corporation  indemnification , 
including  costs   and  reasonable  attorney's   fees   for  errors 
or  omissions  on   the  part  of  the  agency   or  its  employees   or 
sub-agents   for  which   the  Corporation  is   liable   under  its 
policy  of  insurance  including   the  good  faith  reliance  clause 
thereof,   except   to  the  extent   that   the  Corporation  has 
caused   the  error  or  omission.      The  Corporation  shall 
determine  liability   under  any  policy  of  insurance.) 


^he-GeFpeFaSieR-nay-advaHee-ee-^he-Ageney-eueh-eume- 
as-ehe-Cef  pefae4eH-de^efm4He6-have-beeB-ef-a-pe{:4ieH-6ha£ 
will-be-eaEHe4-a»def-Appen4iK-II-,- — Xhe-Ageney-may-fee- 
a4vaHee4-«p-te-^a)^-§0-peFeeBt-ef-the-aBti6ipa6e4-GeiB»i66ieBG 
apen-aeeepfeaaee-ef-fehe-applieatiGBeT— (b)— SO-peEseBt-ef-tha 
aR£4eJ:paee4-ee!iuB4664eB6-en-eaftyeveF-bu64:Be6e-4jimadia£ely 
£e3riew4Hg-&tie-appl4eable-pel4ey-aueeH)a£4e-FeBewal-da6eT 
^e^—SO-peFeeBt-ef-^he-aReieipa^ed-eemmieeieBe-aS tec-all 
aeFeage-FepeF46-aFe-pFeeee6ed-aR4-4d)— 90-peFeeB6-ef-£he 
ane4e4pa£ed-eemra46e4:eBe-a£feeF-pFem4uin6-aFe-eelleeted'r — Aay 
advaBee-made-by-the-CeFpeFafeieR-aBd-Bet-QafBod-by-the 
AgeR6y-6bai:J:-be-Fe£unded-by-ttie-AgeRey'^ 


Policyholders  shall  have  the  right  to  renew  with-the 
AgeRey-aRd-£he-CeFpeFa€4en-agFee6-te-exeFeies-geed-£a4ch 
j:R-£he-4Be4deBe6-e£-4h4e-agFeaH)eat-aad-te-the-euecese±eR 
ef-futuEe-agFeeraeBfeG-r   The  Corporation  covenants  that  it 
will  not  engage  in  the  sale,  service  or  transfer  of  those 
accounts  already  obtained  by  the  Agency  or  the  Agency's 
transferee,  directly  or  through  other  agents,  so  long  as 
the  Agency's  performance  under  this  agreement  is  deemed 
satisfactory  by  the  Corporation. 

Policyholders  shall  have  the  right  to  renew  (their  crop 
insurance  policies  with   the  agency.)      The  Corporation 
covenants  that  it  will  not  engage  in  the  sale,  service  or 
transfer  of  those  accounts  already  obtained  by  the  agency 
or  the  agency's  transferee,  directly  or  through  other 
agents,  so  long  as  the  agency's  performance  under  this 
agreement  is  deemed  satisfactory  by  the  Corporation. 
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Sec.  24.  page  3: 

New  section:        (The   Corporation  shall   have   the  right   to  debar   the  agent  or 
any   sub-agent  for  one  or  wore  of  the   following  causes: 

(a)  Conviction   of  criminal   offense  incident   to  obtaining  or 
attempting   to  obtain   a   public    (federal,    state,   or  municipal) 
or  private   contract   or  sub-contract   thereunder ,   or  in   the 
performance  of  such   contract   or  subcontract  or  a  plea  of  Nolo 
Contendere   thereto; 

(b)  Violation  of   the  Organized  Crime  Control  Act  of  1970; 

(c)  Conviction  for  embezzlement,    theft,    forgery,   bribery, 
falsification  or  destruction   of  records,    fraud,    tax  fraud, 
receiving  stolen  property ,   or  equivalent   crimes  which  are 
indicative  of  a  lack  of  business   integrity   or  a  plea  of  Nolo 
Contendere   thereto; 

(d)  Debarment   from  contracting  with   or  participating  in 
contracts  or  programs   administered  or  financed  by  another 
agency   of  the  United  States  Government; 

(e)  Failure   to  perform  obligations   under   this  or  any   other, 
agreement  with  FCIC  or  its   agents;    failure   to  carry  out 
representations  or  warranties  made   to   FCIC;   or   the  making 
misrepresentations   to  FCIC,    under  circumstances   considered   to 
be  of  such  a   serious  and  compelling  nature  as   to  justify 
debarment;   or 

(f)  For  other  cause  of  such  serious  and  compelling  nature, 
affecting  responsibility   as  a  Government  contractor,   as  may 
be  determined  by  FCIC   to  warrant   debarment.      However, 
suspensions  or  related  matters   involving   the  EEO  Clauses 
shall   be  handled  in   accordance  with  regulations  which  may  be 
prescribed  by   the  Secretary  of  Labor. 

The   Corporation  shall   have   the  right   at   its   discretion   to 
suspend  any   agency   or  sub-agent  pending  investigation   of,   or 
indictment  for  any  of   the  above   causes,    or  pending  debarment 
proceedings.) 

Sec.  25,  page  3: 

New  section:        (Moneys   due   FCIC,    shall  be   set   off,    in   whole  or  in   part, 

against  any  moneys  payable   to   the   agency  or  sub-agent  by   the 
Corporation   or  any   other   United  States   Government   agency.) 


APPENDIX  II 
(Changes  by  section) 
Sec.  1: 
Before  amendment: 


After  amendment: 
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New  Policies.   New  policies  are  those  not  in  force 
with  the  Corporation,  or  any  company  or  organization 
reinsured  by  the  Corporation,  on  the  same  crop  for  the 
same  entity  the  previous  policy  year.   The  Agency  will 
be  compensated  at  the  rate  of  iS%   of  the  base  premium. 

New  Policies.   New  policies  are  those  not  in  force  with 
the  Corporation,  or  any  company  or  organization 
reinsured  by  the  Corporation,  on  the  same  crop  for  the 
same  entity  the  previous  policy  veSt .      The  Agency  will 
be  compensated  at  the  rate  of  / (20%))   of  the  base  premium. 


Sec.  2: 


Before  amendment: 


After  amendment: 


Sec.  3: 


Carryover  Policies.   For  those  policies  for  the  same 
crop  and  entity  that  were  in  force  the  previous  year 
with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be 
compensated  at  the  rate  of  i3%  of  the  base  premium. 

Carryover  Policies.   For  those  policies  for  the  same 
crop  and  entity  that  were  in  force  the  previous  year 
with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be  com- 
pensated at  the  rate  of  -^45*?  of  the  base  premium. 

/3 


Before   amendment: 


After  amendment: 


The-AgeHey-wi41-be-eempeHsated-aH-additieBal-3%-Gf-the 
ba9e-premituB-Hndei?-SeetieHS-i-aad-2-e§-this-appeHdiK 
if-the-AgeHey-mee69-er-exeeeds-6he-teta4-saiee-geal 
agj?eed-HpeH-fey-the-AgeHey-aHd— 6he-Gerpef  atien-ia-the 
AHHHal-Maf  ketiHg-fian-whieh— is-eenaidef  ed-a-pai?t-ei 
this-appendiH-as-if-eeHfeaiHed-heEeiHTr  -■-?   "-  '^    ^xj^- — -^ 

." — ■  '-  ^        ■       •-        -■■.--''  -^      '        i^'^."^'^,-  v~"  , '       .-, 

The  agency  agrees   to  conform  to  business   distribution 
guidelines  prescribed  by   the  Corporation,   providing 
these  guidelines   are  filed  in   writing  with   the  agency 
at   least   120   days  before    the   sales   closing  date   for 
the  crops  affected. 


Sec.  6: 
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Before  amendment: 


For  the  purpose  of  computing  commissions  under 
Sections  1  and  2  of  this  appendix  farmer's  premiums 
mailed  to  the  Corporation  or  collected  through  deduc- 
tion from  indemnities  shall  be  considered  as  collected 
by  the  Agency  as  of  the  date  of  mailing  or  the  date  the 
claim  for  loss  is  signed.   No  compensation  shall  be 
paid  for  crop  policies  which  do  not  result  In  a  collected 
premium. 


After  amendment: 


y 


For  the  purpose  of  computing  commissions  under 
Sections  1  and  2  of  this  appendix  farmer's  premiums 
mailed  to  the  Corporation  or  collected  through  deduc- 
tion from  indemnities  shall  be  considered  as  collected 
by  the  Agency  as  of  the  date  of  mailing  or  the  date  the 
claim  for  loss  is  signed.   No  compensation  shall  be 
paid  for  crop  policies  which  do  not  result  in  a  (fully) 
collected  premium. 
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,<^^.    United  States  Federal  Office  of  the  Washington,   D.C. 

(Aa>V  Department  of  Crop  Manager  20250 

<^f>'   Agriculture  Insurance 

Corporation 


^°    Board  of  Directors 

UUL  1   2  1982 
™'"    Manager 


subiect    gpg^  Memorandum  Mo.   77 

Policy  Determination  for  Master  Marketing  Contracts 


Due  to  the  impending  changes  in  the  1983  Master  Marketing  contracts  to  be 
effective  with  the  1983  spring  crops,   it  appears  timely  to  reconsider  the 
arbitary  100-agent  minimum  requirement  for  companies  in  order  to  participate 
in  this  delivery  system. 

This  minimum  requirement  is  particularly  unworkable  in  sparsely  cropped  areas 
of  the  country  where  numerous  agents  are  not  financially  supportable  based  on 
potential  commission  earnings,   nor  physically  needed  to  properly  service 
insured  farmers  locally. 

The  100-agent  minimum  requirement  is  an  expensive  and  largely  impractical 
condition  to  place  on  Master  Marketing  companies  in  order  to  qualify  for  a 
contract,  particularly  so  in  terms  of  training  and  materials. 

It  seems  more  practical  to  require  a  minimum  of  25  agents  for  a  Master 
Marketing  Contract  which  will   permit  the  affiliation  of  smaller  companies  who 
can  more  actively  police  their  agents  and  maintain  quality  servicing,  while  at 
the  same  time,  permit  larger  companies  to  purge  inactive  or  unproductive 
agents  from  their  employment  rolls. 

In  addition,   there  appears  little  need  for  the  present  2  percent  bonus  for 
meeting  sales  quota.     The  normal  commission  rates  are  adequate  to  stimulate 
sales.     It  is  virtually  impossible  to  establish  equitable  quotas  for  all 
companies  and  much  discontent  is  needlessly  created.     This  bonus  should  be 
eliminated  from  the  1983  contract. 

Finally,  considerable  difficulties  have  been  experienced  by  Field  Operations 
Offices  in  dealing  with  out-of-town  representatives  of  Master  Marketing 
Companies  due  to  the  absence  of  a  local   official   in  control.      It  is  extremely 
difficult  to  establish  uniform  horking  procedures  in  one  area  v/hen  all  control 
is  located  in  another;   therefore,   it  is  recommended  that,  effective  as  an 
addendum  to  the  plan  of  operation,  each  Master  Marketing  contractor  be 
required  to  establish  a  liaison  person  on  an  FCIC  Field  Operations  Office 
basis  to  work  under  the  instruction  of  the  FCIC  Director. 
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This  would  tend  to  provide  uniform  working  agreements  within  each  FCIC  region 
while  minimizing  problems  between  various  agents  and  companies;  expediting 
control   over  applications,  acreage   reports,  claims  work,  and  other  servicing 
problems  that  disrupt  field  working  operations. 

I  recommend  approval  of  a  policy  determination  on  Master  Marketing  contracts 
effective  with  the  1983  spring  crops,  and  implemented  by  the  Corporation,  as 
f  ol  1  ows : 

1.  Master  Marketing  companies  to  be  required  to  have  a  minimum  of  25 
agents  in  order  to  participate  in  the  delivery  system. 

2.  The  2  percent  bonus  for  meeting  sales  quota  be  eliminated. 

3.  Master  Marketing  companies  be  required  to  establish  a  liaison 
person  on  an  FCIC  Field  Operations  Office  basis. 

I   recommend  approval  of  the  policy  outlined  above  through  the  following 
resolution: 

RESOLVED;  That,  effective  with  the  1983  spring  sales: 

1.  All   Agency  Sales  and  Service  Contracts  shall    provide  that  Master 
Marketing  companies  be  required  to  establish  and  maintain  a  minimum 
of  25  agents  to  be  eligible  to  enter  into  an  approved  contract  with 
the  Corporation. 

2.  The  2  percent  bouns  for  meeting  sales  quotas  is  hereby  eliminated. 

3.  Each  Master  Marketing  company  operating  under  an  approved  Agency 
Sales  and  Service  contract  with  the  Corporation  is  required  to 
designate  a  person  as  liaison  to  the  FCIC  Field  Operations  Office, 
for  the  purpose  of  coordinating   the  provision  of  services  and^ 
following  working  procedures  established  by  FCIC,   in  each  FCIC 
region  where  the  Master  Marketing  company  is  engaged  in  the  sale  of 
FCIC  policies. 


MERRPTT  W.   SPRAGUl 
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-^=^     United  states  Federal  Office  of   the  Washington,    D.C. 

/{Tit  Department  of  Crop  Manager  20250 

^^gfj   Agriculture  Insurance 

Corporation 


''°       Board  of  Directors 


Manager 


Subieci:   Board  Memorandum  No.  89 

Resolution  to  Authorize  Revised  Commission  Rates  and  Policy 

Determination  for  Master  Marketing  and  Individual  Sales  Agreements 

The  following  is  submitted  for  your  approval  to  authorize  the  Manager  of  the 
Corporation  to  revise  the  commission  rates  and  policy  determination  with 
regard  to  Master  Marketing  and  Individual  Sales  Agreements. 

All  commissions  paid  will  be  based  on  the  base  premium  which  is  the  calculated 
premium  including  subsidy  after  the  adjustment  for  experience  and  any 
reduction  for  hail  and  fire  exclusion  credit  excluding  interest  charges. 

Commissions  will  be  paid  when  the  account  has  been  paid  in  full. 

FCIC  shall  have  responsibility  for  collecting  premiums.   However,  all  Agency 
and  and  Individual  agreements  will  be  evaluated  on  the  basis  of  premium 
collection  ratios  compared  to  the  national  average  as  a  condition  for  renewal. 

Master  Marketing  will  identify  and  inform  FCIC  of  all  agents  working  for  the 
Master  Marketer. 

There  will  be  no  "Sales  Only"  Agreements  in  the  future. 

New  Policies:  New  policies  are  those  not  in  force  with  the  Corporation,  or  any 
company  or  organization  reinsured  by  the  Corporation,  on  the  same  crop  for  the 
same  entity  the  previous  policy  year.  The  Agency  will  be  compensated  when  the 
account  is  paid  in  full  according  to  the  following  schedule: 

18%  of  all  new  premium  collected  on  the  first  $10,000  of  base  premium 

Carryover  Policies:   For  those  policies  for  the  same  crop  and  entity  that  were 
in  force  the  previous  year  with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be  compensated  according  to  the 
following  schedule: 

13%  of  all  carryover  premium  collected  on  the  first  %10,000  of  base  premium 
New  folicies:   The  agent  will  be  compensated  according  to  the  following  schedule: 
15%  of  all  new  premium  collected  on  the  first  $10,000  of  base  premium 

Federal  Crop  Insurance  Corporation 
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Carryover  Policies:   The  agent  will  be  compensated  according  to  the  following 
schedule: 

10%  of  all  carryover  premium  collected  on  the  first  $10,000  of  base  premium 

Commissions  will  be  paid  at  the  established  rate  on  the  first  $10,000  of  base 
premium. 

Commissions  on  policies  exceeding  $10,000  in  base  premium  will  be  reduced  as 
follows  for  the  portion  of  premium  in  excess  of  $10,000: 

$10,000  to  $50,000  base  premium %50 

over  $50,000  base  premium %80 

I  recommend  approval  of  this  resolution  through  the  following: 

RESOLVED,  That  the  Manager  of  the  Corporation  be, and  he  is 
hereby,  authorized  to  revise  the  commission  rates  and  policy 
determination  with  respect  to  Master  Marketing  and  Individual 
Sales  Agreements,  as  outlined  in  Board  Memorandum  No.  89,  and 
BE  IT  FURTHER 

RESOLVED,  That  such  authority  as  granted  herein  shall  become 
effective  upon  execution  of  such  agreements. 


MERRlTT  W.  SPRAi 
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/g™=i     United  States  Federal  Office  of  Washington,    D.C. 

liAi^  Department  of  P'°P,„_  the  Manager  20250 

•^«3fc   Agriculture  Insurance  ^ 

Corporation 


To;  Board  of  Directors 


From   Manager 


SEP  1  3  1982 


Subied:  Board  Memorandum  No.  97 

1983  Spring  Crop  Agency  Agreement  and  Application  with  Plan  of  Operation 


The  subject  approved  agreement  is  provided  for  your  information  and  records. 
Also  attached  is  the  transmittal  memorandum  with  further  explanations. 

At  the  earliest  opportunity,  FCIC  plans  to  publish  the  agreement  in  the  Federal 
Register  as  a  notice  to  all  interested  parties. 


merrVti  W.  SPIUUJUE 
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,^2^~  United  States 
iikXt,  Department  of 
v^^'  Agriculture 


Federal 
Crop 
Insurance 
Corporation 


Office  of 
the  Manager 


Washington,  D.C. 
20250 


'^°-  Dean  Mitchell 


Approved  1983  Spring  Crop  Agency  Agreement  and  Application  with  Plan  of  Operations 


Enclosed  is  the  Approved  New  Agency  Agreement  along  with  the  Application 
and  Plan  of  Operation  Forms.   Counsel  has  made  a  number  of  wording  changes 
in  last  years  forms  in  order  to  improve  their  legal  strength.   Therefore, 
the  language  should  not  be  changed. 

The  documents  referred  to  in  Section  27  dealing  with  debarment  are 
lengthy  therefore,  it  was  decided  that  they  would  not  be  printed  in  the 
Agreement.   However,  we  believe  a  countesy  copy  of  them  should  be  made 
available  to  serious  applicants.   We  will  provide  your  office  with  a 
copy  of  these  documents  in  the  near  future. 

The  Financial  Standards  in  draft  form  will  be  forwarded  to  you  for  comment 
in  the  near  future.   Even  though  the  standards  are  not  yet  finalized,  we 
feel  certain  that  the  Approved  Application  and  Plan  of  Operation  form 
will  provide  the  necessary  information  to  determine  compliance.   After 
such  standards  are  finalized,  we  plan  to  publish  them  in  the  Federal 
Register  and  also  provide  a  courtesy  copy  to  all  serious  applicants. 

Please  arrange  to  have  the  enclosed  forms  type-set  and  printed  for 
reproduction.   You  should  also  develop  the  necessary  instruction  for 
the  administration  of  this  agreement.   Before  printing,  it  will  be 
necessary  to  remove  the  asterisks  that  have  been  inserted  into  the 
forms  to  identify  significant  changes. 


"^ik    -•,      Federal  Crop  InsurarKa  Corporatior) 
^^J^\   a  an  agency  ol  tn« 
.^       '   United  Stales  Department  ol  Agrcwitur* 
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UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 
Federal  Crop  Insurance  Corporation 
AGENCY  SALES  AND  SERVICE  AGREEMENT 
For  19   and  Succeeding  Crop  Years 


Tax  or  Social  Security  Number 


Agency  Code    Designated  Area 
(Agency  Name)  .         I  3   [  3 


{Street  or  Hailing  Address) 

(City  and  State)  (Zip  Code)   (Agency  Telephone  No. ) 

The  Federal  Crop  Insurance  Corporation  ("Corporation")  hereby  appoints  the 
entity  identified  above  ("Agency")  as  an  agency  for  administering,  selling, 
^and  servicing  of  Federal  Crop  insurance  policies  within  the  area  designated  on 
■ahis   agreement  according  to  the  provisions  of  7  U.S.C. 1507(c). 

1.  The  Corporation  and  the  Agency  hereby  agree  that  such  appointment  shall  be 
-subject  to  the  following  terms  and  conditions. 

^*^.     The  Agency  is  required  to  submit  a  plan  of  operation  annually  (by  the 
date  specified  in  section  23  for  notice  of  cancellation)  containing  the 
Information  required  by  the  Corporation  whereby  it  agrees  to**: 

fa)  Utilize  agent  organization  to  adequately  perform  the  duties  prescribed  by 
"thi  s  agreement; 

(b)  Provide  necessary  and  prescribed  training  for  sales  and  service  duties; 

(c)  Supervise  the  work  of  Agency  Representatives  to  assure  acceptable  sales 
volume  and  timely  service  to  insured  farmers;  and 

(d)  Conduct  field  level  review  of  completed  work  to  ensure  that  (a)  through  (c) 
above  are  in  compliance  with  procedures  and  instructions  issued  by  the 
Corporation. 

2.  The  plan  of  operation  and  amendments  thereto  when  approved  by  the 
Corporation  are  made  a  part  of  this  agreement  as  though  set  out  in  full  herein 
and  may  be  changed  upon  agreement  between  the  Corporation  and  the  Agency.  The 
Agency  may  not  perfonn  under  this  contract  for  any  crop  year  until  a  plan  of 
operation  for  that  crop  year  has  been  approved  by  the  Corporation.  *Failure 
to  timely  submit  a  completed  plan  of  operation  will  be  notice  to  the 
Corporation  under  the  provisions  of  section  23  of  the  Agency's  intent  to 
cancel  the  agreement.** 

3.  All  provisions  of  this  agreement  must  be  in  accordance  with  the 
regulations  of  the  Corporation  published  in  7  CFR  and  the  statutes  of  the 
United  States.  Under  the  Anti -deficiency  Act,  this  agreement  is  subject  to 
the  availability  of  funds. 
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Employees  of  the  Agency,  commercial   or  selling  agencies  affiliated  with 
the  Agency  and  agents  of  the  Agency  (collectively  referred  to  herein  after  as 
"Agency  Representatives")  are  not  employees  but  are  sub-agents  of  the 
Corporation.     Therefore,   the  Agency  and  the  Corporation  exercise  control   over 
Agency  Representatives  to  ensure  that  they  adhere  to  and  abide  by  all 
restrictions  and  guidelines  imposed  upon  the  Agency  by  the  Corporation. 

5.  *  The  Agency  and  its  representatives  must  become  licensed  to  the  extent 
required  by  the  applicable  state  laws  for  the  sale  of  crop  insurance  where 
they  conduct  or  solicit  business  before  either  the  Agency  or  Agency 
Representatives  begin  sales  activity  for  the  1984  crop  year.     The  Agency  will, 
at  the  beginning  of  each  crop  year,  certify  to  the  Corporation  full  compliance 
with  this  section.** 

6.  The  Agency  shall   take  all  actions  necessary  to  sell  and  service  crop 
insurance  including,  but  not  limited  to,   soliciting  applications  and  acreage 
reports,   counseling  applicants  on  details  of  coverage,  acreage  reports,  and 
procedures  to  adjust  losses;  accepting  notices  of  crop  damage  or  loss,  notices 
of  cancellation,   farmer  paid  premiums,   assignments  of  indemnity,  and  transfers 
of  right  to  indemnities  for  crop  insurance;  assisting  farmers  in  the  reporting 
of  claims;  previewing,  coding,  and  batching  documents  for  data  entry;  and 
resolving  document  errors  according  to  rules,   regulations  and  instructions 
furnished  from  time  to  time  by  the  Corporation.     In  the  solicitation  and 
servicing  of  crop  policies,  the  Agency  agrees  not  to  discriminate  against  any 
producer  because  of  race,  color,  age,  religion,  national  origin,   sex,  marital 
status,  or  handicap. 

7.  The  Agency  shall  assist  policyholders  in  the  preparation  of  their  acreage 
reports.     During  the  growing  season,   the  Agency  shall  contact,   by  telephone  or 
personal   visit,  at  least  20  percent  of  the  policyholders  to  review  and  refresh 
their  understanding  of  the  role  of  crop  insurance  in  good  risk  management  as 
well   as  important  provisions  of  the  policy,  such  as  the  date  when  the  policy 
automatically  renews,   the  time  for  reporting  a  loss  and  the  filing  of  a  claim, 
protection  guarantees,   availability  of  the  policy  for  assignment  for  loan 
purposes  or  assignment  of  indemnity,  etc.     The  Agency  shall    report  to  the 
Corporation,   upon  request,  the  results  of  these  contacts,   indicating  the 
number  contacted  as  well   as  the  number  of  acreage  reports  taken  in  person  and 
the  number  of  policies  canceled  for  the  subsequent  crop  year. 

8.  All    the  service  required  by  this  agreement  shall   be  conducted  in  a  manner 
set  forth  in  procedures  issued  by  the  Corporation  or  in  the  absence  of  such 
procedures,   in  accordance  with  good  business  practice. 

9.*  Training  Requirements:   (a)  key  agency  personnel  may  be  required  to 
successfully  complete  (as  determined  by  the  Corporation),  at  Agency  expense, 
40  hours  of  prescribed  training  the  first  year  and  20  hours  annually, 
thereafter;   (b)   the  individual  Agency  Representatives  may  be  required  annually 
to  successfully  complete  (as  determined  by  the  Corporation)  at  their  expense, 
20  hours  of  Corporation-approved  training  for  each  crop  or  group  of  similar 
crops  that  they  will   sell  or  service.     This  training  may  be  provided  by  the 
Corporation  and  successful  completion  will    result  in  certification  on  a  crop 
basis  by  the  Corporation.** 
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10.     If  the  Agency  provides  the  training  for  the  Agency  Representatives  as  set 
forth  in  paragraph  9(b),   the  Agency  shall   certify  to  the  Corporation  that  its 
sub-agents  were  or  will   be  trained  according  to  a  Corporation-approved 
training  plan  before  such  individuals  function  independently. 

n.  *The  Agency  agrees  that  only  Corporation  certified  Agency  Representatives 
win  be  used  to  sell  and  service  crop  insurance.  These  agents  will  only  sell 
and  service  contracts  for  crops   for  which  they  are  certified.** 

12.  The  Agency  shall,  as  may  be  required  by  the  Corporation,  keep  such 
records  and  make  such  reports  in  an  accurate  and  current  manner  of  all 
activities   related  to  the  performance  of  this  agreement.     All   work  performed 
by  the  Agency  will   be  subject  to  Corporation  review  for  accuracy  and 
timeliness  of  service. 

13.  All  information  and  materials  maintained  by  the  Agency  in  files  relating 
to  policyholders  are  the  property  of  the  Corporation  and  are  subject  to 
••release  to  or  review  by  the  Corporation  upon  demand.     The  Agency  further 
agrees  to  submit  to  re-examination  of  any  and  all   information  furnished  and, 
when  requested,  must  respond  to  any  questions  which  may  arise  as  a  result  of 
information  furnished  to  the  Corporation  by  the  Agency. 

14.  The  Corporation  shall  be  responsible  for  the  Initial   and  subsequent 
billing  of  crop  Insurance  premiums.     If  the  Insured  pays  the  Agency,   the 
Agency  shall   transmit  to  the  Corporation,   in  full,   all    sums  collected  for  the 
Corporation.     The  Agency  shall   not  commingle  Corporation  funds  with  any 
personal   funds  or  any  other  funds  under  the  Agency's  control.     Nothing, 
iowever,  prohibits  the  Agency  from  pursuing  collection  efforts  on  its  own 
initiative  before,  during,  and  after  the  Corporation's  billing  process. 

la)   Insureds  shall   be  requested  to  make  checks  in  payment  of  any  funds  due  the 
Corporation  payable  to  Federal   Crop  Insurance  Corporation.      If  the  Agency 
receives  a  check  payable  to  the  Agency  that  Is  for  funds  due  the  Corporation 
then  such  check  shall  be  endorsed  as  follows:   "Pay  without  recourse  to  the 
order  of  Federal    Crop  Insurance  Corporation  (Signature)."     Cash  collections 
shall   be  converted  to  money  orders  or  bank  draft  check(s),  made  payable  to  the 
Federal   Crop   Insurance  Corporation.     Collections  shall   be  transmitted  on  a 
daily  basis  when  possible  to  Federal   Crop  Insurance  Corporation,   P.O.   Box  462, 
Kansas  City,  Missouri   64141,   or, 

(b)   if  the  Agency  is  paid  in  cash,   the  Agency  may  deposit  such  cash  in  an 
account  exclusively  for  deposit  of  cash  premium  collection;   provided, 

(1)  the  account  is  in  the  name  of  the  Federal  Crop  Insurance  Corporation,  U.S. 
Department  of  Agriculture, 

(2)  the  account  is  with  an  institution  insured  by  the  Federal   Deposit 
Insurance  Corporation, 

(3)  records  of  the  account  are  available  for  audit  by  FCIC  at  all    times. 
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(4)  funds  in   the  said  account  shall   be  transmitted  on  a  weekly  basis  to  the 
Federal   Crop   Insurance  Corporation,   P.O.   Box  462,   Kansas  City,  Missouri   64141, 

(5)  a  clearly  documented  amount  of  personal   funds  has  been  deposited  in  said 
account  by   the  Agency  for  the  purpose  of  maintaining  a  mini^mum  balance,   and 

(6)  the  Agency  shall   not  withdraw  such  personal   funds  until    this  agreement  has 
been  terminated  and  the  Corporation  has  furnished  a  written  release. 

(c)   the  Corporation  shall   notify  the  agency  of  unpaid  premiums  before  the 
termination  date  of  the  policy,  and  the  Agency  shall   use  its  best  efforts  to 
effect  collection. 

15.  The  Agency  shall  display  appropriate  program  identification,   in  a 
conspicuous  manner  clearly  visible  to  the  general   public,  identifying  the 
Agency  as  an  authorized  representative  of  the  Corporation,   keep  accurate 
records  of  all   activities  performed  under  this  agreement  and  report 
information,   the  form  and  manner  of  which  shall   be  prescribed  by  the 
Corporation.     In  addition,   the  Agency  shall   keep  on  file  and  available  to 
applicants  for  insurance  and  policyholders  such  additional   records  as  are 
furnished  by  the  Corporation  for  that  purpose.     The  Corporation,   the  General 
Accounting  Office  and  any  other  Federal  Agency  authorized  by  law  to  do  so,  may 
at  any  reasonable  time  examine  and  audit  the  Agency's  records.     The  Agency 
agrees  to  retain  these  records  and  keep  them  available  for  review  the  earliest 
of  three  years  after  termination  of  this  agreement  or  one  year  after  the 
record  is  closed. 

16.  *The  Agency,   its  agency  representatives,  officers,   employees,   and  major 
stockholders  shall    not  engage  in  loss  adjustment  activity  for  the  Corporation 
during  the  life  of  this  contract  or  within  one  year  after  this  agreement  is 
cancelled  or  within  one  year  after  all   association  with  the  Agency  has  been 
terminated.** 

17.  The  Agency  shall   not  engage  in  any  practice,  perform  in  any  manner, 
print,  publish  or  use  any  advertising  that  makes  direct  reference  to  Federal 
Crop  Insurance  Corporation  and/or  the  United  States  Department  of  Agriculture 
or  their  symbols  or  abbreviations,  except  that  which  is  furnished  to  the 
Agency  or  approved  in  writing  by  the  Corporation. 

18.  The  Corporation  may  modify  or  terminate  this  agreement  at  any  time,  upon 
giving  the  Agency  at  least  30  days  advance  notice,   (1)   if  the  Agency's 
performance  on  sales  quality  and  volume,  servicing,  or  office  facilities  is 
deemed  unsatisfactory  by  the  Corporation,  *(2)   if  the  Agency  fails  to  maintain 
the  minimum  number  of  certified  agents  required,  or  (3)  if  the  agency  fails  to 
remain  in  compliance  with  established  financial   standards.**     In  the  event  the 
Corporation  terminates   the  agreement  under  this  section,   the  Agency  may  write 
new  policies  up  until   the  date  of  termination;   shall   continue  to  service  new 
and  carryover  policies  for  the  remainder  of  the  current  growing  season;  and 
shall   be  entitled  to  full  compensation  for  the  sale  or  renewal   of  these 
policies  for  that  crop  year. 
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19.  The  Corporation  will   provide  the  Agency  indeinnification,   including  costs 
and  reasonable  attorney's  fees  for  errors  or  omissions  on  the  part  of  the 
Corporation  or  its  contractors  for  v/hich  the  Agency  is  sued  and  held  liable 
except  to  the  extent  the  Agency  has  caused,  or  allowed  to  be  caused,   the  error 
or  omission.     Conditions  precedent  to  payment  of  any  amount  under  this  clause 
are:     that  the  Agency  immediately  notify  the  Corporation  of  any  such  action  or 
proceeding;   that  the  Corporation,  at  its  option,   be  allowed  to  participate  in 
ar\y  such  action  or  proceedings  on  the  part  of  the  Agency;   that  the  Agency 
present  all   good  faith  defenses  available  to  it  or  as  directed  by  the 
Corporation;   that  the  Agency  not  settle  any  such  action  or  proceeding  without 
the  prior  consent  of  the  Corporation;  and  that  no  statements  or  admissions  be 
made  by  the  Agency  without  prior  consultation  with  the  Corporation. 

20.  The  Agency  will   provide  the  CorTporation  indemnification,   including  costs 
and  reasonable  attorney's  fees  for  errors  or  omissions  on  the  part  of  the 
Agency  or  its  employees,  agents  or  sub-agents  for  which  the  Corporation  is 
liable  under  its  policy  of  insurance  including  the  good  faith  reliance  clause 
of  the  crop  insurance  regulations  except  to  the  extent  that  the  Corporation 
ihas  caused  the  error  or  omission.     The  Corporation  shall   determine  its 
liability  under  any  policy  of  crop  insurance  for  which  indemnificiation  is 
xl aimed  under  this  clause. 

21.  The  Corporation  will  compensate  the  Agency  as  specif iced  in  Appendix  II, 
to  this  agreement. 

22.  The  Agency  shall   have  no  authority  to  make  any  waiver  or  to  incur  any 
indebtedness  on  behalf  of  the  Corporation. 

23.  This  agreement  shall  continue  in  effect  until  canceled.     Unless  this 
.agreement  is  canceled  under  Section  18  or  26,  cancellation  may  be  made  by 
either  party  giving  written  notice  to  the  other  party  at  least  60  days  before 
the  earliest  cancellation  date  for  any  crop  policy  insured  in  the  designated 
area.     If  such  notice  is  given,   the  agreement  shall   terminate  as  of  such 
cancellation  date  or  other  date  mutually  agreed  upon.     The  Agency  shall  have 
the  right  to  continue  as  Agent  for  the  Corporation  for  the  limited  purpose  of 
collecting  current  fanner  premiums  within  the  period  specified  in  Appendix 
II.     *This  Agreement  terminates  all   previous  Agency  Sales  and  Service 
Agreements  between  the  Agency  and  the  Corporation.** 

24.  Policyholders  shall   have  the  right  to  renew  their  crop  insurance  policies 
with  the  Agency.     The  Corporation  will   not  engage  in  the  sales,   service  or 
transfer  of  those  accounts  already  obtained  by  the  Agency  or  the  Agency's 
tranferee,  directly  or  through  other  agents,  as  long  as   the  Agency's 
perfonnance  under  this  agreement  is  deemed  satisfactory  by  the  Corporation. 

25.  The  Agency  may  assign  or  transfer  this  agreement  and  all   or  a  part  of  the 
business  produced  under  this  agreement  to  another  agency  with  the  consent  of 
the  Corporation,   in  which  event  this  agreement  shall   fully  apply  to  each 
successor  agency,  and  such  agency  shall   have  all   of  the  rights  and  duties  with 
regard  to  new  and  carryover  business  provided  in  this  agreement  to  the 
original  Agency.     All  compensations  paid  on  such  business  will   be  considered 
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payable  to  and  earned  by  the  new  agency.  In  the  event  that  this  agreement  is 
canceled  or  terninated  under  the  provisions  of  Section  15  or  23,  the  Agency 
shall  have  60  days  to  exercise  this  privilege.  The  Corporation  shall  not 
unreasonably  withhold  its  consent  to  such  assignment  or  transfer. 

26.  The  Corporation  shall  have  the  right  to  terminate  the  Agency  without 
advance  notice  if  the  Agency  knowingly  has  committed  a  material  breach  of  this 
contract  or  knowingly  has  violated  Federal  law.  In  the  event  the  Corporation 
terminates  the  agreement  on  this  basis,  the  Corporation  shall  be  liable  to  the 
Agency  for  all  compensation  full  earned  and  for  the  fair  value  of  other 
services  rendered  up  until  the  date  of  termination  subject  to  the  Corporation's 
right  of  set  off. 

27.  The  Corporation  shall  have  the  right  to  debar  the  agency  or  any  Agency 
Representatives  *in  accordance  with  Office  of  Procurement  Policy  (OFPP), 
policy  letter  82-1,  and  any  amendment  thereto  (47  PR  28854-60).  The  Agency 
shall  provide  the  Corporation  with  a  list  of  its  Officers  and  Agency 
Representatives  and  shall  amend  that  list  within  15  days  of  any  change.  The 
Agency  agrees  not  to  employ  any  individual  who  has  been  suspended  or  debared 

by  FCIC  or  the  United  States  during  the  tenn  of  such  suspension  or  debarment.** 

28.  Moneys  due  the  Corporation  from  the  Agency  or  any  Agency  Representatives 
shall  be  set  off,  in  whole  or  in  part,  against  any  moneys  payable  to  the 
Agency  or  Agency  Representative  respectively  by  the  Corporation  or  any  other 
United  States  Government  agency. 

II.  The  compensation  rates  and  clauses  contained  in  the  appendixes  attached 
hereto  are  hereby  made  a  part  of  this  agreement  to  the  extent  they  are 
appl  icable. 
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RECOMMENDED  BY 


Field  Operations  Office  Director 


Date 


ACCEPTED  AND  EXECUTED  BY 


Name 
Ti  tl  e 


Age  ncy 


Date 


APPROVED  AND  EXECUTED  FOR  THE  CORPORATION  BY 


(Contracting  Officer) 
Date 
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APPENDIX  I  TO  FCIC-455,  AGHJICY  SALES  AMD 
Si£R VICE  AGREEMENT 


I   Officials  Not  to  Benefit 

'  No  memBer  of  or  deiegala  to  Congress  or  Resident 
Commissioner  shall  be  admitted  to  any  share  or  part 
ol  this  agreement  or  to  any  benedl  that  may  arise 
therefrom  exceot  that  this  provision  shall  not  be  con- 
strued to  apply  to  benefits  arising  from  this  agreement 
If  accruing  to  a  corporation  for  its  general  benefit,  nor 
shall  this  provisiorr be  construed  to  prohibit  the  solici- 
tation of  any  application  for  crop  insurance  from  a 
member  c(  or  delegate  to  Congress  or  Resident 
Commissioner. 

>   Covenant  Against  Contingent  Fee* 

The  Agency  warrants  that  no  person  or  agency  has 
■  been  employed  or  retained  to  solicit  or  secure  this 
contract  upon  an  agreement  or  understanding  for  a 
commission,  percentage,  brokerage,  or  contingent 
lee.  excepting  bona  fide  employees  or  bona  fide  es- 
tablished commercial  or  selling  agencies  maintained 
by  the  Agency  for  the  purpose  ol  securing  business, 
lor  the  breach  or  violation  of  which  warranty  the 
Corporation  shall  have  the  right  to  annul  this  contract 
without  liability  or  in  its  discretion  to  deduct  from  the 
-■contract  price  or  consideration  the  lull  amount  of  such 
commission,  percentage,  broKerage.  or  contingent 
«lee. 

i  'Nondiscrimination  Clause 

The  Nondiscrimination  clauses  contained  in  Section 
"2Q2.  Executive  Order  11246.  as  amended  by  Execu- 
1ive  Order  1 1 375.  relating  to  equal  employment  oppor- 
lunity  lor  all  persons  without  regard  to  race,  color,  reli- 
iflion.  sex.  age.  handicap,  marital  status  or  national 
urigin  and  the  Implementing  rules  and  regulations 
jjrescribed  by  the  Secretary  of  Labor,  as  found  in  41 
XFR  Chapter  60.  are  incorporated  herein. 

■9n  accordance  with  the  provisions  o!  41  CFR  60- 
lAia).  the  following  clause  is  Included  as  part  of  this 
«4contract  -  agreement): 

EQUAL  OPPORTUNITY  CLAUSE 

Touring  the  performance  of  this  agreement,  the  Agency 
agrees  as  follows; 

(a)  The  Agency  will  not  discriminate  against  any  em- 
ployee or  applicant  for  employment  because  ol  race, 
color,  religion,  sex.  age.  handicap,  marital  status  or 
national  origin.  The  Agency  will  take  affirmative  action 
to  ensure  that  applicants  are  employed,  and  that  em- 
ployees are  treated  during  employment  without  regard 
to  their  race,  color,  religion,  sex.  age.  handicap,  mari- 
tal status  or  national  origin.  Such  action  shall  include, 
but  not  be  limited  to,  the  lollowing:  employment, 
upgrading,  demotion,  or  transfer;  recruitment  or  re- 
cruitment advertising,  layoff  or  termination;  rates  of 
pay  or  other  forms  of  compensation:  and  selection  for 
training,  including  apprenticeship.  The  Agency  agrees 
to  post  in  conspicuous  places,  available  to  employees 
and  applicants  lor  employment,  notices  to  be  provided 
by  the  Contracting  Officer  setting  forth  the  provisions 
of  this  Equal  Opportunity  clause. 

(b)  The  Agency  will,  in  all  solicilalions  or  advertise- 
ments for  employees  placed  by  or  on  behalf  of  the 
Agency,  state  that  all  qualified  applicants  will  receive 
consideration  lor  employment  without  regard  to  race. 
color,  religion,  sex.  age,  handicap,  marital  status  or 
national  origin. 

(c)  The  Agency  will  send  to  each  labor  union  or  repre- 
sentative of  workers  which  has  a  collective  bargaining 
agreement  or  other  contract  or  understanding,  a 
notice,  to  be  provided  by  the  Contracting  Ollicer. 
advising  the  labor  union  or  workers'  representative  ol 


the  Agency's  commitments  under  this  Equal  Oppor- 
tunity clause,  and  shall  post  copies  ol  the  notice  In 
conspicuous  places  available  to  employees  and  appli- 
cants lor  employment. 

(d)  The  Agency  will  comply  with  all  provisions  ol  Ex- 
ecutive Order  No,  11246  01  September  24,  1965,  as 
amended,  and  ol  the  rules,  regulations,  and  relevant 
orders  ol  the  Secretary  of  Labor. 

(e)  The  Agency  will  furnish  all  information  and  reports 
required  by  Executive  Order  No  1 1  246  ol  September 
24. 1 965,  as  amended,  and  by  the  rules,  regulations, 
and  orders  of  the  Secretary  ol  Latxjr  or  pursuant 
thereto  and  'will  permit  access  to  the  Agency's  books, 
records,  and  accounts  by  the  Corporation  and  the 
Secretary  of  Labor  for  purposes  ol  Investigation  to  as- 
certain compliance  with  such  rules,  regulations,  and 
orders. 

(f)  In  the  event  ol  the  Agency's  noncompliance  with 
the  Equal  Opportunity  clause  of  this  contract  or  with 
any  of  the  saio  rules,  regulations,  or  orders,  this  con- 
tract may  be  canceled,  terminated,  or  suspended,  in 
whole  or  in  part,  and  the  Agency  may  be  declared  In- 
eligible for  further  Government  contracts  in  accor- 
dance with  procedures  authorized  in  Enecutive  Order 
No.  1 1 246  of  September  24. 1965.  as  amended,  and 
such  other  sanctions  may  be  Imposedand  remedies 
Invoked  as  provided  in  Executive  Order  No.  1 1 246  ol 
September  24.  1 965.  as  amended,  or  by  rule,  regula- 
tion, or  order  of  the  Secretary  ol  Labor. or  as  other- 
wise provided  by  law. 

(g)  The  Agency  will  include  the  provisions  of  para- 
graphs (a)  through  (g)  in  every  subcontract  or 
purchase  order  unless  exempted  by  rules,  regula- 
tions, or  orders  o!  the  Secretary  ol  Labor  issued  pur- 
suant to  section  204  ol  Executive  Order  No.  1 1246ol 
September  24.  1965.  as  amended,  so  that  such  provi- 
sions will  be  binding  upon  each  subcontractor  or 
vendor.  The  Aoancy  will  take  such  action  with  respect 
to  any  subcontract  or  purchase  order  as  the  Corpora- 
tion may  direct  as  a  means  of  enlorcing  such  provi- 
sions, including  sanctions  lor  noncompliance:  Provid- 
ed, however,  that  in  the  event  the  Agency  becomes  In- 
volved in.  or  is  threatened  with,  litigalion  with  a  sub- 
contractor or  vendor  as  a  result  ol  such  direction  by 
the  Corporation,  the  Agency  may  request  the  United 
Slates  to  enter  into  such  litigation  to  protect  the  inter- 
ests of  the  United  Sistas. 

4  Priwacy  A.ct  3Jot;ficatlon 

"This  procure-Tienl  action  requires  the  Agency  to  do 
one  or  more  of  the  following:  design,  develop,  or  oper- 
ate a  system  of  records  on  individuals  to  accomplish 
an  agency  function  in  accordance  with  the  Privacy  Act 
of  1974.  Public  Law  93-579.  December  31.  1974  (5 
U.SC.  552a)  and  applicable  sgancy  regulations.  Vio- 
lation of  the  Act  may  involve  the  imposition  of  criminal 
penalties." 

5  Privacy  Act 

(a)  The  Agency  agrees: 

(1)  To  comply  with  the  Privacy  Act  ol  1974  and  the 
rules  and  regulations  issued  pursuant  to  the  Act  in  the 
design,  development,  or  operation  ol  any  system  of 
records  on  individuals  In  order  to  accomplish  an 
agency  tunc  lion  when  the  contract  apocllically  Identi- 
ties (i)  the  system  of  records  and  (II)  the  work  to  be 
performed  by  the  Agency  In  terms  of  any  one  or  com- 
bination of  the  following   (A)  design.  (B)  development, 
or  (C)  operation; 
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(2)  To  include  the  solicitation  notilication  contained  In 
this  contract  in  every  solicitation  and  resultlng'sub- 

onlract  and  in  every  subcontract  awarded  without  a 
citation  when  the  statement  ol  work  in  the  pro- 
ed  subcontract  requires  the  design,  development. 

_     oeralion  ot  a  system  ol  records  on  individuals  to 

accomplish  an  agency  lunciion:  and 

(3)  To  include  this  clause.  Including  this  Paragraph 
(3).  in  all  subcontracts  awarded  pursuant  to  this  con- 
tract which  require  the  design,  development,  or  opera- 
tion ol  such  a  system  of  records. 

(b)  In  the  event  ol  violations  of  the  Act.  a  civil  action 
may  be  brought  against  the  agency  involved  where  the 
violation  concerns  the  design,  development,  or  opera- 
lion  ol  a  system  ol  records  on  individuals  to  accom- 
plish an  agency  function,  and  criminal  penalties  may 
be  imposed  upon  the  olficers  or  employees  ol  the 
agency  where  the  violation  concerns  the  operation  ol 
a  system  ol  records  on  individuals  to  accomplish  an 
agency  lunction.  For  purposes  ol  the  Act  when  the 
contract  is  lor  the  operation  ol  a  system  ot  records  on 
Individuals  to  accomplish  an  agency  lunction.  the 
Agency  and  any  employee  ol  the  Agency  is  consid- 
ered to  be  an  employee  ot  the  agency. 

(c)  The  terms  used  in  this  clause  have  the  following 
meanings: 

(1 )  "Operation  of  a  system  of  records"  means  perfor- 
mance of  any  of  the  activities  associated  with  main- 
taining the  system  of  records  including  the  collection, 
use.  and  dissemination  of  records. 

(2)  "Record"  means  any  item,  collection,  or  grouping 
of  information  about  an  individual  that  is  maintained 
by  an  agency,  including,  but  not  limited  to.  the  indi- 

idual's  education,  financial  transactions,  medical 
lory,  and  criminal  or  employment  history  and  that 
itains  the  individual's  name,  or  the  identifying 
mber,  symbol,  or  other  idenlilying  particular  as- 
signed to  the  individual,  such  as  a  finger  or  voice  print 
or  a  photograph. 

(3)  "System  ol  records"  on  individuals  means  a  group 
of  any  records  under  the  control  of  any  agency  from 
which  inlormation  is  retrieved  by  the  name  of  the  indi- 
vidual or  by  some  identifying  number,  symbol,  or  other 
IdenlilyinQ  particular  assigned  to  the  individual. 

6   Dliputes 

This  contract  is  subject  to  the  Contract  Disputes  Act 
011978  (P. L.  95-563.41  U.S.C.  601  etseq.). 

DISPUTES  CLAUSE 

(a)  This  contract  is  subject  to  the  Contract  Disputes 
Act  of  197a(Pub.  L.95  563). 

(b)  Except  as  provided  in  the  Act.  all  disputes  arising 
under  or  relating  to  this  contract  shall  be  resolved  in 
accordance  with  this  clause. 

(c)  (1)  As  used  herein,  "claim"  means  a  written 
demand  or  assertion  by  one  of  the  parties  seeking,  as 
a  legal  right,  the  payment  ol  money,  adiustment  or  in- 
terpretation ol  contract  terms,  or  other  relief,  arising 
under  or  relating  to  this  contract. 

(2)  A  voucher,  invoice,  or  request  for  payment  that  is 
not  in  dispute  when  submitted  is  not  a  claim  for  the 
purposes  ol  the  Act.  However,  where  such  submission 
is  subsequently  not  acted  upon  in  a  reasonable  time, 
disputed  either  as  to  liability  or  amount.  It  may  be 
f  verted  to  a  claim  pursuant  to  the  Act. 
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(3)  A  claim  by  the  Agency  shall  be  made  in  writing  and 
submitted  to  the  Contracting  Ollicer  for  decision.  A 
claim  by  the  Corporation  against  the  Agency  shall  be 
subiect  to  a  decision  by  the  Contracting  Ollicer. 

(d)  For  Agency  claims  of  more  than  S50.000.  the 
Agency  shall  submit  with  the  claim  a  certification  that 
the  claim  is  made  In  good  faith:  the  supporting  data 
are  accurate  and  complete  to  the  best  ol  the  Agency's 
knowledge  and  belief:  and  the  amount  requested  ac- 
curately reflects  the  contract  adjustment  lor  which  the 
Agency  believes  the  Corporation  is  liable.  The  certifi- 
cation shall  be  executed  by  the  Agency  II  an  Individu- 
al. When  the  Agency  Is  not  an  Individual,  thecertilica- 
tion  shall  be  executed  by  a  senior  company  ollicial  in 
charge  at  the  Agency's  plant  or  location  involved,  or 
by  an  ollicer  or  general  partner  of  the  Agency  having 
overall  responsibility  lor  the  conduct  ol  the  Agency's 
allairs. 

(e)  For  Agency  claims  ol  S50.000  or  less,  the  Con- 
tracting Ollicer  must  render  a  decision  within  60  days. 
For  Agency  claims  in  excess  of  $50,000,  the  Contract- 
ing Officer  must  decide  the  claim  within  60  days  or 
notify  the  Agency  of  the  date  when  the  decision  will  be 
made. 

(I)  The  Contracting  Officer's  decision  shall  be  final 
unless  the  Agency  appeals  or  files  a  suit  as  provided 
In  the  Act. 

(g)  The  authority  of  the  Contracting  Officer  under  the 
Act  does  not  extend  to  claims  or  disputes  which  by 
statute  or  regulation  other  Agencies  are  expressly  au- 
thorized to  decide. 

(h)  Interest  on  the  amount  found  due  on  an  Agency's 
claim  shall  be  paid  from  the  date  the  claim  is  received 
by  the  Contracting  Officer  until  the  date  of  payment. 

(i)  Except  as  the  parties  may  otherwise  agree,  pending 
final  resolution  of  a  claim  by  the  Agency  arising  under 
the  contract,  the  Agency  shall  proceed  diligently  with 
the  performance  of  the  contract  in  accordance  with 
the  Contracting  Ollicer's  decision. 

7    Lilting  of  Employment  Openings 

(This  allirmative  action  clause  is  applicable  in  all  con- 
tracts and  subcontracts  ol  SI  0.000  or  more  as  re- 
quired by  the  regulations  of  the  Secretary  of  Labor.) 

DISABLED  VETERANS  AND  VETERANS 
OF  THE  VIETNAM  ERA 

(a)  The  Agency  will  not  discriminate  against  any  em- 
ployee or  applicant  tor  employment  because  he  or  she 
is  a  disabled  veteran  or  veteran  ol  the  Vietnam  era  in 
regard  to  any  position  for  which  the  employee  or  appli- 
cant lor  employment  is  qualified.  The  Agency  agrees 
to  take  affirmative  action  to  employ,  advance  in  em- 
ployment, and  otherwise  treat  qualified  disabled  vete- 
rans and  veteran's  of  the  Vietnam  era  without  dis- 
crimination based  upon  their  disability  or  veteran's 
status  in  all  employment  practices  such  as  the  follow- 
ing: employment,  upgrading,  demotion  or  transfer,  re- 
cruitment, advertising,  layoff  or  termination,  rales  ol 
pay  or  other  lorms  ol  compensation,  and  selection  for 
training,  including  apprenticeship. 

(b)  The  Agency  agrees  that  all  suitable  employment 
openings  ol  the  Agency  which  exist  at  the  time  of  the 
execution  ol  this  contract  and  those  which  occur 
during  the  perlormance  ol  this  contract,  including 
those  not  generated  by  this  contract  and  including 
those  occurring  at  an  establishment  ol  the  Agency 
other  than  the  one  wherein  the  contract  Is  being  per- 
formed but  excluding  those  ol  independently  operated 


6-81 


161 


corporate  aKlllalos.  shall  bo  listed  at  an  approDrlate 
local  oKice  o(  the  State  employment  service  system 
wherein  the  opening  occurs.  The  Agency  further 
agrees  to  provide  such  reports  to  such  local  olllce 
regarding  employment  openings  and  hires  as  may  be 
required.  Stale  and  local  government  agencies  hold- 
ing Federal  contracts  ot  Si  0.000  or  more  shall  also  list 
all  Iheir  suitable  openings  with  the  appropriate  office 
of  the  Slate  employmenl  service,  but  are  not  required 
(0  provide  those  reports  set  forth  in  paragraphs  (d) 
and  (e>. 

(c)  Listing  ot  employment  openings  with  the  employ- 
ment service  system  pursuant  to  this  clause  shall  be 
made  at  least  concurrently  with  the  use  of  any  other 
recruitment  source  or  ellort  and  shall  Involve  the 
normal  obligations  which  attach  to  the  placing  ot  a 
bona  tide  job  order,  including  the  acceptance  of  refer- 
rals of  veterans  and  nonvelerans.  The  listing  of  em- 
ploymenl openings  does  not  require  the  hiring  of  any 
particular  job  applicant  or  from  any  particular  group  of 
job  applicants,  and  nothing  herein  is  intended  to 
relieve  the  Agency  from  any  requirements  in  Execu- 
tive orders  or  regulations  regarding  nondiscrimination 
In  employment. 

(d)  The  reports  required  by  paragraph  (b)  of  this 
clause  shall  include,  but  not  be  limited  to,  periodic 
reports  which  shall  be  filed  at  least  quarterly  with  the 
appropriate  local  office  or.  where  the  Agency  has 
more  than  one  hiring  location  in  a  Slate,  with  the  cen- 
tral office  of  that  State  employment  service.  Such 
reports  shall  indicate  for  each  hiring  location:  (1)  the 
number  of  individuals  hired  during  the  reporting 
period.  (2)  the  number  of  non-disabled  veterans  of  the 
Vietnam  era  hired.  (3)  the  number  ot  disabled  veterans 
of  the  Vietnam  era  hired,  and  (4)  the  total  number  of 
disabled  veterans  hired.  The  reports  should  include 
covered  veterans  hired  tor  on-the-job  training  under 
38  U.S.C.  1 787.  The  Agency  shall  submit  a  report 

-within  30  days  after  the  end  o(  each  reporting  period 
wherein  any  performance  is  made  on  this  contract 
Identifying  data  for  each  hiring  location.  The  Agency 
.shall  maintain  at  each  hiring  location  copies  of  the 
reports  submitted  until  the  expiration  of  one  year  after 
final  payment  under  the  contract,  during  which  time 
these  reports  and  related  documentation  shall  be 
made  available,  upon  request,  for  examination  by  any 
authorired  representatives  of  the  Contracting  Olficer 
or  of  the  Secretary  of  Labor.  Documentation  would  in- 
clude personnel  records  respecting  job  openings,  re- 
cruitment, and  placement. 

(e)  Whenever  the  Agency  becomes  contractually 
bound  to  the  listing  provisions  of  this  clause.  It  shall 
advise  the  employment  service  system  in  each  State 
where  it  has  establishments  ol  the  name  and  location 
ol  each  hiring  location  In  the  State.  As  long  as  the 
Agency  is  contractually  bound  to  these  provisions  and 
has  so  advised  the  State  system,  there  is  no  need  to 
advise  the  Slate  system  of  subsequent  contracts.  The 
Agency  may  advise  the  State  system  when  it  is  no 
longer  txjund  by  this  contract  clause. 

(f)  This  clause  does  not  apply  to  the  listing  ol  employ- 
ment openings  which  occur  and  arc  filled  outside  the 
50  Slates,  the  District  ol  Columbia,  Puerto  Rico. 
Guam,  and  the  Virgin  Islands. 

<g)  The  provisions  of  paragraphs  (b).  (c).  (d).  and  (e). 
of  this  clause  do  not  apply  to  ope n.ngs  which  the 
Agency  proposes  to  fill  Irom  wilhm  its  own  organiza- 
tion or  to  (ill  pursuanfto  a  customary  and  traoitional 
employer-union  hiring  arrangement-  This  exclusion 
does  not  apply  to  a  particular  opening  once  an 


employer  decides  to  consider  applicants  outside  Its 
own  organization  or  employer-union  arrangement  for 
that  opening. 

(h)  As  used  In  this  clause: 

(11  "All  suitable  employment  openings"  Includes,  but 
is  not  limited  10,  openings  which  occur  in  the  following 
Job  categories;  production  and  non-production;  plant 
and  office;  laborers  and  mechanics;  supervisory  and 
non-supervisory;  technical;  and  executive,  admin- 
istrative professional  openings  that  are  compensated 
on  a  salary  basis  of  less  than  S25.000  per  year.  This 
term  Includes  full-time  employment,  temporary  em- 
ploymenl ol  more  than  3  days'  duration,  and  part-time 
employment.  It  does  not  include  openings  which  the 
Agency  proposed  to  fill  from  within  Its  own  organiza- 
tion or  to  (ill  pursuant  to  a  customary  and  traditional 
employer-union  hiring  arrangement  nor  openings  In 
an  educational  institution  which  are  restricted  to  stu- 
dents of  that  Institution.  Under  the  most  compelling 
circumstances,  an  employment  opening  may  not  t>e 
suitable  for  listing.  Including  such  situations  where 
the  needs  of  the  Corporation  cannot  reasonably  be 
otherwise  supplied,  where  listing  would  be  contrary  to 
national  security,  or  where  the  requirement  of  listing 
would  otherwise  not  be  for  the  best  interest  of  the  ' 
Corporation. 

(2)  "Appropriate  office  of  the  State  employment  ser- 
vice system"  means  the  local  office  ol  the  Federal/ 
Stale  national  system  ot  public  employment  offices 
with  assigned  responsibility  for  serving  the  area 
where  the  employment  opening  is  to  be  filled,  includ- 
ing the  District  of  Columbia.  Guam.  Puerto  Rico,  and 
the  Virgin  Islands. 

(3)  "Openings  which  the  Agency  proposes  to  fill  (rom 
within  Its  own  organization"  means  employment  open- 
ings for  which  no  consideration  will  be  given  to  per- 
sons outside  the  Agency  organization  (including  any 
affiliates,  subsidiaries,  and  the  parent  companies) 
and  includes  any  openings  which  the  Agency  pro- 
poses to  fill  from  regularly  established  "recall"  lists. 

(4)  "Openings  which  the  Agency  proposes  to  fill  pur- 
suant to  a  customary  and  traditional  employer-union 
hiring  arrangement"  means  employment  openings 
which  the  Agency  proposes  to  till  (rom  union  halls, 
which  is  part  o(  the  customary  and  traditional  hiring 
relationship  which  exists  between  the  Agency  and 
representatives  o(  its  employees. 

(i)  The  Agency  agrees  to  comply  with  the  rules,  regu- 
lations, and  relevant  orders  of  the  Secretary  o(  Labor 
Issued  pursuant  to  the  Act. 

(j)  In  the  event  of  the  Agency's  noncompliance  with 
the  requirements  of  the  clause,  actions  (or  noncompli- 
ance may  be  taken  in  accordance  with  the  rules,  regu- 
lations, and  relevant  orders  of  the  Secretary  of  Labor 
Issued  pursuant  to  the  Act. 

(k)  The  Agency  agrees  to  post  in  conspicuous  places 
available  lo  employees  and  applicants  for  employment 
notxes  in  a  form  to  be  prescribed  by  the  Director. 
provided  by  or  through  the  Contracting  Ollicer.  Such 
notice  shall  stale  the  Agency  obligation  under  the  law 
to  take  alfirmative  action  to  employ  and  advance  in 
employment  qualified  disabled  veterans  and  veterans 
ol  the  Vietnam  era  for  employment,  and  the  rights  of 
applicants  and  employees. 

(I)  The  Agency  will  notify  each  labor  union  or  repre- 
sentativeof  workers  with  which  it  has  a  collective  bar- 
gaining agreement  or  other  contract  understanding 
that  the  Agency  is  bound  by  terms  o(  the  Vietnam  Era 
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Veteran's  Readlustment  Assistance  Act  and  is  com- 
miltod  to  take  aldrmalive  action  to  employ  and  ad- 
vance in  employment  qualitiod  disabled  veterans  and 
^^torans  ol  the  Vietnam  era. 

^H  The  Agency  will  Include  the  provisions  o(  this 
IPIuse  in  every  subcontract  or  purchase  order  ot 
5 10.000  or  more  unless  exempted  by  rules,  regula- 
tions or  orders  ol  the  Secretary  issued  pursuant  to  the 
Act.  so  that  such  provisions  will  be  binding  upon  each 
subcontractor  or  vendor.  The  Agency  will  taKe  such 
action  with  respect  lo  any  subcontract  or  purchase 
order  as  the  Director  ol  the  Office  of  Federal  Contract 
Compliance  Programs  may  direct  to  enforce  such  pro- 
visions, including  action  for  noncompliance. 

6   Employment  of  the  Handicappsd 

(This  affirmative  action  clause  is  applicable  to  all  con- 
tracts and  subcontracts  ol  S2.500  or  more  as  required 
by  the  regulations  of  the  Secretary  ol  Labor.) 

(a)  The  Agency  will  not  discriminate  against  any  em- 
ployee or  applicant  for  employment  because  ol  physi- 
cal or  mental  handicap  in  regard  to  any  position  lor 
which  the  employee  or  applicant  tor  employment  Is 
qualilied.  The  Agency  agrees  to  take  affirmative  action 
to  employ,  advance  in  employment  and  otherwise 
treat  qualified  handicapped  individuals  without  dis- 
crimination based  upon  their  physical  or  mental 
handicap  in  all  employment  practices  such  as  the  fol- 
lowing; employment,  upgrading,  demotion  or  transfer, 
recruitment,  advertising,  layoff  or  termination,  rates  ol 
pay  or  other  lorms  ol  compensation,  and  selection  lor 
training  including  apprenticeship. 

(b)  The  Agency  agrees  lo  comply  with  the  rules,  regu- 
lations, and  relevant  orders  of  the  Secretary  of  Labor 
Issued  pursuant  to  the  Rehabilitation  Act  of  1 973,  as 
amended. 

|T  the  event  of  the  Agency's  noncompliance  with 
equirements  ol  this  clause,  actions  for  non- 
Tnpliance  may  be  taken  in  accordance  with  the 
rules,  regulations  and  relevant  orders  of  the  Secretary 
o(  Labor  issued  pursuant  to  the  Act. 

(d)  The  Agency  agrees  to  post  in  conspicuous  places, 
available  to  employees  and  applicants  lor  employ- 
ment, notices  in  a  lorm  to  be  prescribed  by  the  Direc- 
tor. Ollice  of  Federal  Contract  Compliance  Programs, 
Department  of  Labor,  provided  by  or  through  the  Con- 
tracting Officer.  Such  notices  shall  state  the  Agency's 
obligation  under  the  law  to  take  affirmative  action  to 
employ  and  advance  In  employment  qualilied  handi- 
capped employees  and  applicants  lor  employment, 
and  the  rights  of  applicants  and  employees. 

(e)  The  Agency  will  notify  each  labor  union  or  repre- 
sentative of  workers  with  which  It  has  a  collective  bar- 
gaining agreement  or  other  contract  understanding, 
that  the  Agency  Is  bound  by  the  terms  ol  Section  503 
of  the  Act  and  IS  commilled  lo  take  allirmalive  action 
to  employ  and  advance  in  employment  physically  and 
mentally  handicapped  Individuals. 

(f)  The  Agency  will  include  the  provisions  ol  this 
clause  In  every  subcontract  or  purchase  order  ol 
S2.500or  more  unless  exempted  by  rules,  regula- 
tions, or  orders  ol  the  Secretary  ol  L.at>or  issued  pur- 
suant to  Section  503  ot  the  Act.  so  that  such  provi- 
sions will  be  binding  upon  each  subcontractor  or 
vendor.  The  Agency  will  lake  such  action  with  respect 
to  any  subcontract  or  purchase  order  as  the  Director. 
Office  of  Federal  Contract  Compliance  Programs,  may 

^g^t  lo  enforce  such  provisions,  including  action  for 
^^Bpmpllance. 
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g    utilization  of  Wom«n-Own«d  Butlnaim 
Concerns 

(Applicable  II  the  contract  exceeds  $1 0,000.) 

(a)  It  is  the  policy  ol  the  United  States  Government 
that  women-owned  businesses  shall  have  the  maxi- 
mum practicable  opportunity  to  participate  In  the  per- 
formance of  contracts  awarded  by  any  Federal 

agency. 

(b)  The  Agency  agrees  to  use  its  best  efforts  to  carry 
out  this  policy  in  the  award  of  subcontracts  to  the  ful- 
lest extent  consistent  with  the  efficient  performance 
of  this  contract.  As  used  in  this  contract,  a  "woman- 
owned  business"  concern  means  a  business  that  is  at 
least  5t  percent  owned  by  a  woman  or  women  who 
also  control  and  operate  it.  "Control"  In  this  context 
means  exercising  the  power  to  make  policy  decisions. 
"Operate"  in  this  context  means  being  actively  In- 
volved in  the  day-to-day  management.  "Women" 
means  all  women  business  owners. 

(The  following  clauses  are  applicable  if  the  contract 
exceeds  S500.000.) 

(c)  The  Agency  agrees  to  establish  and  conduct  a  pro- 
gram which  will  enable  women-owned  business  con- 
cerns to  be  considered  fairly  as  subcontractors  and 
suppliers  under  this  contract.  In  this  connection,  the 
Agency  shall: 

(1 )  Designate  a  liaison  officer  who  will  administer  the 
Agency's  "Women-Owned  Business  Concerns 
Program." 

(2)  Provide  adequate  and  timely  consideration  of  the 
potentialities  ol  known  women-owned  business  con- 
cerns in  all  "make-or-buy"  decisions. 

(3)  Develop  a  list  ol  qualilied  bidders  that  are  women- 
owned  businesses  and  assure  that  known  women- 
owned  business  concerns  have  an  equitable  oppor- 
tunity to  compete  lor  subcontracts,  particularly  by 
making  inlormation  on  forthcoming  opportunities 
available,  by  arranging  solicitations,  time  for  the 
preparation  of  bids,  quantities,  specifications,  and 
delivery  schedules  so  as  to  facilitate  the  participation 
of  women-owned  business  concerns. 

(4)  Maintain  records  showing  (i)  procedures  which 
have  been  adopted  to  comply  with  the  policies  set 
forth  in  this  clause,  including  the  establishment  of  a 
source  list  of  women-owned  business  concerns:  (ii) 
awards  to  women-owned  businesses  on  the  source 
list  by  minority  and  non-mmority  women-owned  busi- 
ness concerns;  and  (lii)  specific  efforts  to  identify  and 
award  contracts  to  women-owned  business  concerns. 

(5)  Include  the  "Utilization  of  Women-Owned  Busi- 
ness Concerns"  clause  in  subcontracts  which  offer 
substantial  subcontracting  opportunities. 

(6)  Cooperate  in  any  studies  and  surveys  of  the  Agen- 
cy's women-owned  business  concerns  procedures 
and  practices  that  the  Contracting  Officer  may  from 
time-to-time  conduct. 

(7)  Submit  periodic  reports  of  subcontracting  lo 
women-owned  business  concerns  with  respect  to  the 
records  referred  lo  in  subparagraph  (4)  at>ove.  in  such 
lorm  and  manner  and  at  such  time  (not  more  often 
than  Quarterly)  as  the  Contracting  Officer  may 
prescribe. 

(d)  The  Agency  further  agrees  lo  Insert.  In  any  sub- 
contract hereunder  which  may  exceed  S500.000  or 
$1 ,000,000  in  the  case  of  contracts  lor  the  construc- 
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tion  o(  any  public  (acilily  and  which  offers  substantial 
subcontracting  possibilities,  provisions  which  shall 
conform  substantially  to  the  languafle  of  this  clause, 
including  this  paragraph  (d).  and  to  noiily  the  Con- 
Iraciing  Officer  of  the  names  of  such  subcontractors. 

(e)  The  Agency  further  agrees  to  require  written  cer- 
lilicalion  by  its  subcontractors  that  they  are  bona  fide 
women-owned  and  controlled  business  concerns  in 
accordance  with  the  definition  of  a  women-owned 
business  concern'Bs  set  forth  in  the  Utilization  Clause 
9(b)  above  at  the  time  of  submission  of  bids  or 
proposals. 

10    Utilization  of  Small  Buminems  Concem»  and 
Small  Busineim  Concern*  Owned  and  Con- 
trolled by  Socially  and  Economically 
Disadvantaged  Individuals 

(Applicable  if  the  contract  exceeds  SI  0.000.) 

(a)  It  is  the  policy  of  the  United  Stales  that  small  busi- 
ness concerns  and  small  business  concerns  owned 
■  and  controlled  by  socially  and  economically  disad- 
vantaged individuals  shall  have  the  maximum  prac- 
ticable opportunity  to  participate  in  the  performance 
of  contracts  let  by  any  Federal  agency. 

-(b)  The  Agency  hereby  agrees  to  carry  out  this  policy 
-in  the  awarding  of  subcontracts  to  the  fullest  extent 
'consistent  with  the  efficient  performance  of  this  con- 
tract. The  Agency  further  agrees  to  cooperate  in  any 
studies  or  surveys  as  may  be  conducted  by  the  Small 
Business  Administration  or  the  Corporation  wh.ch 
nvay  be  necessary  to  determine  the  extent  of  the 
Agency's  compliance  with  this  clause. 

(c)  (1)  As  used  in  this  contract,  the  term  "small  busi- 
ness concern"  shall  mean  a  small  business  as  defined 
pursuant  to  section  3  of  the  Small  Business  Act  and 
relevant  regulations  promulgated  pursuant  thereto. 

(2)  The  term  "snail  business  concern  owned  and  con- 
trolled by  socially  and  economically  disadvantaged 
Individuals"  shall  mean  a  small  business  concern  — 

(i)  which  is  at  least  51  per  centum  owned  by  one  or 
more  socially  and  economically  disadvantaged  indi- 
viduals; or  in  the  case  of  any  publicly  owned  busi- 
ness, at  least  51  per  centum  of  the  slock  of  which  is 
owned  by  one  or  more  socially  and  economically  dis- 
advantaged individuals:  and 

(ii)  whose  management  and  daily  business  operations 
are  controlled  by  one  or  more  of  such  individuals.  The 
Agency  shall  presume  that  socially  and  economically 
disadvantaged  individuals  include  Black  Americans, 
Hispanic  Americans,  Native  Americans.  Asian-Pacific 
Americans,  and  other  minorities,  or  any  other  indi- 
vidual found  to  be  disadvantaged  by  the  Small  Busi- 
ness Administration  pursuant  to  section  8(a)  of  the 
Small  Business  Act. 

(d)  Agency  acting  in  good  failh  may  rely  on  wrilten 
representations  by  subcontractors  regarding  their 
status  as  a  small  business  concern  or  a  small  busi- 
ness concern  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals. 

(The  following  clauses  are  applicable  to  contracts 
which  oiler  subcontracting  opportunities  and  which 
exceed  $500,000.) 

(e)  This  provision  does  not  apply  to  small  business 
concerns. 

(0  The  term  "subcontract"  means  any  agreement 
(other  than  one  involving  an  employer-employee  rela- 
tionship) entered  into  by  a  Federal  Government  prime 
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contractor  or  subcontractor  calling  tor  supplies  or 
services  required  for  the  performance  of  the  original 
contract  or  subcontract. 

(g)  The  bidder  acknowledges  that  It  Is  aware  of  the 
subcontracting  plan  requirement  In  this  provision; 
and  il  selected  lor  award,  will  submit  within  30  days  or 
such  time  as  specified  by  the  contracting  officer  a 
subcontracting  plan  that  will  afford  the  maximum 
practicable  opportunity  to  participate  In  the  perfor- 
mance of  the  contract  to  small  and  small  disadvan- 
taged concerns,  and  will  include: 

(1 )  Percentage  goals  (expressed  In  terms  of  percent- 
age of  total  planned  subcontracting  dollars)  for  the 
utilization  as  subcontractors  of  small  business  con- 
cerns and  small  business  concerns  owned  and  con- 
trolled by  socially  and  economically  disadvantaged 
individuals:  (For  the  purposes  of  the  subcontracting 
plan,  the  contractor  may  include  all  purchases  which 
contribute  to  the  performance  of  the  contract,  includ- 
ing a  proportionate  share  of  products,  services,  etc., 
whose  costs  are  normally  allocated  as  mdirtct  or 
overhead  costs.) 

As  part  of  its  establishment  of  percentage  goals  the 
apparent  successful  bidder  shall  also  include  in  its 
subcontracting  plan: 

(A)  A  statement  of:  (i)  total  dollars  planned  to  be  sub- 
contracted: (ii)  total  dollars  planned  to  be  subcon- 
tracted to  small  business:  and  (iii)  total  dollars 
planned  to  be  subcontracted  to  small  disadvantaged 
business. 

(B)  A  description  of  the  principal  product  and  service 
areas  to  be  subcontracted  and  an  identilicalion  of 
those  areas  where  it  is  planned  to  use  (i)  small  busi- 
ness subcontractors,  and  (li)  small  disadvantaged 
business  subcontractors. 

(2)  The  name  of  an  individual  within  the  employ  of  the 
bidder  who  will  administer  the  bidder's  subcontract- 
ing program  and  a  description  of  the  duties  of  such 
individual: 

(3)  A  description  of  the  efforts  the  bidder  will  take  to 
assure  that  small  business  concerns  and  small  busi- 
ness concerns  owned  and  controlled  by  socially  and 
economically  disadvantaged  individuals  will  have  an 
equitable  opportunity  to  compete  for  subcontracts; 

M  Assurances  that  the  bidder  will  include  the  clause 
entitled  Utilization  of  Small  Business  Concerns  and 
Small  Business  Concerns  Owned  and  Controlled  by 
Socially  and  Economically  Disadvantaged  Individuals 
in  all  subcontracts  which  oiler  further  subcontracting 
opportunities  and  to  require  all  subcontractors 
(except  small  business  concerns)  which  receive  sub- 
contracts in  excesss  ol  S500.000.  or  in  the  case  of  a 
contract  for  the  construction  ol  any  public  facility. 
SI  .000.000.  to  adopt  and  comply  with  a  plan  similar  to 
the  plan  agreed  to  by  the  bidder. 

(5)  Assurances  that  the  bidder  will  submit  such 
periodic  reports  and  cooperate  in  any  studies  or  sur- 
veys as  may  be  required  by  ihe  contracing  agency  or 
l-Te  Small  Business  Administration  in  oroer  to  deter- 
mine the  extent  ol  compliance  by  the  bidder  with  the 
subcontracting  plan;  and 

(6)  A  recitation  of  the  types  of  records  the  successful 
bidder  will  maintain  to  demonstrate  procedures  which 
have  been  adopted  to  comply  with  the  requirements 
and  goals  set  forth  in  the  plan,  including  the  establish- 
ment ol  source  lists  of  small  business  concerns  and 
small  business  concerns  owned  ana  controlled  by 
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socially  and  economically  disadvantaged  Individuals: 

and  ellorls  lo  loenlily  and  award  subcontracts  to  such 

small  business  concerns.  The  records  shall  include  al 

^^aast  the  toliowino  (these  records  may  be  maintained 

^^Ka  plant-wide  or  company-wide  basis  unless  other- 

^^He  Indicated): 

(A)  Small  and  disadvantaged  business  source  lists. 
Ouioes  and  other  data  Identllying  small  and  disadvan- 
taged business  vendors.  ' 

(B)  Organizations  contacted  tor  small  and  disadvan- 
taged business  sources. 

(CI  On  a  contract-by-contract  basis,  records  on  all 
subcontract  solicitations  over  SIOO.OOO.  indicating  on 
each  solicitation  (i)  whether  small  business  was 
solicited,  and  it  not  why  not:  (ii)  whether  small  disad- 
vantaged business  was  solicited,  and  it  not  why  not: 
and  (ml  reasons  lor  the  failure  of  solicited  small  busi- 
ness or  small  disadvantaged  business  to  receive  the 
subcontract  award. 

'  (D)  Records  to  support  other  outreach  efforts:  (i)  Con- 
tacts with  minority  and  small  business  trade  associa- 
tions, (ill  Contacts  with  business  development  organi- 
zations, (lii)  Attendance  at  small  and  minority  busi- 
ness procurement  conferences  and  trade  fairs. 

(E)  Records  to  support  internal  activities  to  guide  and 
encourage  buyers:  (i)  Workshops,  seminars,  training 
programs,  (ii)  Monitoring  activities  to  evaluate 
compliance. 

(F)  On  a  conlract-by-conlract  basis,  records  to  sup- 
port award  data  submitted  to  the  Government  to  in- 
clude name  and  address  of  subcontractor. 

(h)  The  bidder  understands  that: 

|1)  It  agrees  to  carry  out  the  Government's  policy  to 
,ovide  the  maximum  practicable  opportunity  for 
'nail  business  concerns  and  small  busines  concerns 
wned  and  controlled  by  socially  and  economically 
disadvantaged  individuals  to  participate  in  the  perfor- 
mance of  the  contract,  consistent  with  its  efficient 
performance. 

(2)  If  it  does  not  submit  a  subcontracting  plan  within 
30  days  or  such  time  as  specified  by  the  contracting 
agency,  it  will  be  ineligible  to  be  awarded  the  contract. 

(3)  Prior  compliance  of  the  bidder  with  other  such 
subcontracting  plans  under  previous  contracts  will  be 
considered  by  the  contracting  officer  In  determining 
the  responsibility  of  the  offeror  for  award  of  the 
contract. 

(4)  It  is  the  bidders  responsibility  lo  develop  a  sub- 
contracting plan  with  respect  to  both  small  business 
concerns  and  small  business  concerns  owned  and 
controlled  by  socially  and  economically  disadvan- 
taged individuals  and  that  each  such  aspect  of  the 
plan  will  be  judged  independently  of  the  other. 

(i)  The  failure  of  any  contractor  or  subcontractor  to 
comply  in  good  laith  with  (i)  the  clause  entitled  Utiliza- 
tion of  Small  Business  Concerns  and  Small  Business 
Concerns  Owned  and  Controlled  by  Socially  and  Eco- 
nomically Disadvantaged  Individuals  or  (lil  the  terms 
of  any  subcontracting  plan  required  by  this  Small 
Business  and  Small  Disadvantaged  Business  Sub- 
contracting Plan  (Advertised)  provision,  will  be  a 
material  breach  of  the  contract  or  subcontract. 

(j)  Commercial  Products,  if  a  commercial  product 
fe^elined  below)  is  offered,  the  required  subcontract- 
Hig  plan  may  relate  to  the  company's  or  division's  pro- 


duction  generally  (both  for  commercial  and  noncom- 
mercial products)  rather  than  solely  to  the  Item  being 
procured  under  the  Government  contract.  In  such 
cases,  the  contractor  shall  be  required  to  submit  one 
company-wide,  annual  plan  to  be  reviewed  for  approv- 
al by  the  first  agency  with  which  It  enters  Into  a  prima 
contact  (which  requires  a  subcontracting  plan)  during 
the  fiscal  year,  or  by  another  agency  satisfactoiy  lo 
the  contracting  officer.  The  approved  plan  will  remain 
In  effect  for  the  company's  entire  fiscal  year  for  all  of 
the  company'sor  division's  commercial  products.  The 
term  "commercial  products"  means  products  In  regu- 
lar production  sold  In  substantial  quantities  to  the 
general  public  and/or  industry  at  established  market 
or  catalog  prices.  A  product  which,  in  the  opinion  ol 
the  contracting  officer,  differs  only  insignificantly 
from  the  contractor's  commerical  product  may  be 
regarded  for  the  purpose  of  this  clause  as  a  commer- 
cial product. 

1 1  Utilization  of  Labor  Surplus  Area  Concerns 

(Applicable  if  the  contract  or  subcontract  exceeds 
SI  0.000.) 

(a)  II  is  the  policy  of  the  Government  to  award  con- 
tracts lo  latxjr  surplus  area  concerns  that  agree  to 
perform  substantially  in  labor  surplus  areas,  where 
this  can  be  done  consistent  with  the  efficient  perlor- 
mance  of  the  contract  and  at  prices  no  higher  than  are 
obtainable  elsewhere.  The  Agencyagrees  to  use  its 
best  efforts  to  place  subcontracts  in  accordance  with 
this  policy. 

(b)  In  complying  with  paragraph  (a)  of  this  clause  and 
with  Article  20c.  entitled  "Utilization  ol  Small  Busi- 
ness Concerns",  paragraph  (b),  the  Agency  in  placing 
its  subcontracts  shall  observe  the  lollowing  order  of 
preference:  (1 )  Small  business  concerns  that  are 
labor  surplus  area  concerns.  (2)  other  small  business 
concerns,  and  (3)  other  labor  surplus  area  concerns. 

(c)  (1)  The  term  "labor  surplus  area"  means  a 
geographical  area  identified  by  the  Department  of 
Labor  as  an  area  of  concentrated  unemploymentor     , 
under  employment  or  an  area  of  labor  surplus. 

(2)  The  term  "labor  surplus  area  concern"  means  a 
concern  that  together  with  its  first  tier  subcontractors 
will  perform  substantially  in  labor  surplus  areas. 

(3)  The  term  "perform  substantially  in  a  labor  surplus 
area"  means  that  the  costs  incurred  on  account  of 
manufacturing,  production,  or  appropriate  services  in 
labor  surplus  areas  exceed  50  percent  o(  the  contract 
price. 

(4)  Maintain  records  showing  the  procedures  which 
have  been  adopted  to  comply  with  the  policies  set 
forth  in  this  clause  and  report  subcontract  awards 
(see  41  CFR  1-16.604-5  regarding  use  of  Optional 
Form  61).  Records  maintained  pursuant  to  this  clause 
will  be  kept  available  for  review  by  the  Government 
until  the  expiration  of  1  year  after  the  award  of  this 
contract,  or  lor  such  longer  period  as  may  be  required 
by  any  other  clause  of  this  contract  or  by  applicable 
law  or  regulations. 

12  Clean  Air  and  Water  Clause 

(Applicable  only  if  the  contract  exceeds  SIOO.OOO.  or 
a  facility  to  be  used  has  been  the  subject  of  a  convic- 
tion undertheClean  Air  Act  (42  U.S. C.  1857c-8(c)(1)) 
or  the  Federal  Water  Pollution  Control  Act  (33  U.S.C. 
1319  (c))  and  is  listed  by  EPA.  or  the  contract  is  not 
otherwise  exempt  under  41  CFR  1-1.2302-4.) 

(a)  Agency  agrees  as  follows: 
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(1)  To  comply  with  all  Ihe  requiremenis  of  seciion  1 14 
o(  the  Clean  Air  Act.  as  amended  (-IZ  U.S.C.  1857.  et 
seo-.  as  amended  by  Public  Law  91-604)  and  section 
303  o(  Ihe  Federal  Water  Pollution  Control  Act  (33 
use.  1251, et  seq..  as  amended  by  Public  Law 
92-500).  resoectlvely.  relating  to  inspection,  monitor- 
ing, entry,  recorts.  and  mlormalion.  as  well  as  other 
requirements  specified  in  section  1 14  and  section 
30S  of  the  Air  Act  and  the  Water  act.  respectively,  and 
all  regulations  anctguidelines  issued  thereunder 
before  Ihe  award  ol  this  contract. 

(2)  That  no  portion  of  the  work  required  by  this  con- 
tract will  be  oerlormed  in  a  facility  listed  on  the  Envi- 
ronmental Protection  Agency  List  of  Violating  Facili- 
ties on  the  date  when  this  contract  was  awarded 
unless  and  until  the  EPA  eliminates  the  name  o(  such 
facility  or  facilities  (rem  such  listing. 

(3)  To  use  Its  best  efforts  to  comply  with  clean  air 
standards  and  clean  water  standards  at  the  facilities 
in  which  the  contract  is  being  performed. 

(4)  To  insert  the  substance  of  the  provisions  of  this 
clause  in  any  subcontract  not  exempt  under  41  CFR 
1-1.2302-4.  including  this  paragraph  (4). 

(bl  The  terms  used  in  this  clause  have  the  following 
imeanings: 

(1)  The  term  "Air  Act"  means  the  Clean  Air  Act.  as 
amended  (42  U.S.C.  1857  el  scq..  as  amended  by 
ffubhcLaw  91-604). 

(2)  The  term  "Water  Act"  means  Federal  Water  Pollu- 
tion Control  Act.  as  amended  (33  U.S.C.  1251  el  seq., 
as  amended  by  Public  Law  92-500). 


(3)  The  term  "clean  air  standards"  means  any  en- 
forceable rules,  regulations,  guidelines,  standards, 
limilations.  orders,  controls,  orohibilions.  or  other  re- 
quirements which  are  contained  in.  issued  under,  or 
otherwise  adopted  pursuant  to  the  Air  Actor  Execu- 
tive Order  1 1  738  and  applicable  implementation  plan 
as  described  in  section  1 10(d)  o(  the  Clean  Air  Act  (42 
U.S.C.  1857c-5(d)).  and  approved  implementation 
procedure  or  plan  under  section  1 1 1  (c)  or  section 

11 1(0).  respectively,  ol  the  Air  Act  (42  U.S.C. 
1857c-6(c)  or  (d)).  or  an  approved  implementation 
procedure  under  section  1 1  2(d)  of  the  Air  Act  (42 
U.S.C.  1857c-7(d)). 

(4)  The  term  "clean  water  standards"  means  any  en- 
forceable limitations,  control,  condition,  prohibition, 
standard,  or  other  requirement  which  is  promulgated 
pursuant  to  the  Water  Act  or  contained  in  a  permit 
issued  to  a  discharger  by  the  Environmental  Prolec- 
lion  Agency  or  by  a  Slate  under  an  approved  program. 
as  authorized  by  section  402  ol  the  Water  Act  (33 
U.S.C.  134  2).  or  by  a  local  government  to  ensure 
com,piiance  with  prelreatment  regulations  as  required 
by  section  307  of  the  Water  Act  (33  U.S.C.  1317). 

(5)  The  term  "compliance"  means  compliance  with 
clean  air  or  water  standards.  Compliance  shall  also 
mean  compliance  with  a  schedule  or  plan  ordered  or 
approved  by  a  court  ol  competent  jurisdiction,  the  En- 
vironmental Protection  Agency  or  air  or  water  pollu- 
lion  control  agency  In  accordance  with  Ihe  require- 
ments of  Ihe  Air  Act  and  regulations  issued  pursuant 
thereto. 

tS)  The  term  "facility"  means  any  building,  plant,  in- 
stallation, structure,  mine,  vessel  or  other  (loaiing 
cralt.  location,  or  site  o(  operations,  owned,  leased,  or 
supervised  by  a  contractor  or  subcontractor,  to  be  uti- 
lized in  the  performance  ol  a  contract  or  subcontract. 


Where  a  location  or  site  of  operations  contains  or  In- 
cludes more  than  one  building,  plant.  Installation,  or 
structure,  the  entire  location  or  site  shall  be  deemed 
to  be  a  facility  except  where  the  Director.  Ofliceof 
Federal  Activities.  Environmental  Protection  Agency, 
determines  that  independent  lacilltles  are  colocaled 
in  one  geographical  area. 

13    Service  Contract  Act  of  1  965,  A*  Amonded 

(This  contract,  if  in  excess  ol  S2.500  and  lo  the  extent 
thai  It  is  of  Ihe  character  lo  which  Ihe  Service  Contract 
Actol  1965.  as  amended  (41  U  S.C.  351-357)  applies. 
Is  subiect  lo  the  following  provisions  and  lo  all  other 
applicable  provisions  ol  Ihe  Act  and  regulations  ol  the 
Secretary  ol  Labor  thereunder.) 

(a)  Compensation  -  Each  servlceemployee  employed 
in  the  performance  of  this  contract  by  Ihe  Agency  or 
any  subcontractor  shall  be  paid  not  less  than  the  mini- 
mum monetary  wage  and  shall  be  furnished  fringe 
benefits  in  accordance  with  the  wages  and  fringe 
benefits  determined  by  the  Secretary  of  Laborer  his 
authorized  representative,  as  specified  In  any  attach- 
ment to  this  contract.  If  there  is  such  an  attachment, 
any  class  ol  service  employees  which  is  not  listed 
therein,  but  which  is  lo  be  employed  under  this  con- 
tract, shall  be  classified  by  the  Agency  so  as  to  pro- 
vide a  reasonable  relationship  between  such  classifi- 
cations and  those  listed  in  the  attachment,  and  shall 
be  paid  such  monetary  wages  and  furnished  such 
fringe  benefits  as  are  determined  by  agreement  of  the 
interested  parties,  who  shall  be  deemed  to  be  the 
Corporation,  the  Agency,  and  the  employees  who  will 
perform  on  the  contract  or  their  representatives.  II  the 
interested  parlies  do  not  agree  on  a  classification  or 
reclassification  which  is,  in  facl.  conformable.  Ihe 
Contracting  Officer  shall  submit  thequeslion.  togeth- 
er with  his  recommendation,  to  the  OKiceof  Special 
Wage  Standards.  Employment  Standards  Administra- 
tion (ESA).  Department  ol  Labor,  (or  linal  oelermina- 
tion.  Failure  to  pay  such  employees  Ihe  compensation 
agreed  upon  by  the  interested  parties  or  linaliy  deter- 
mined by  the  Administrator  or  his  authorized  repre- 
sentative shall  be  a  violation  of  this  contract.  No  em- 
ployee engaged  in  performing  work  on  this  contract 
shall  in  any  event  be  paid  less  than  the  minimum  wage 
specified  under  section  6(a)(1)  ol  Ihe  Fair  Labor  Stan- 
dards Act  ol  1 938.  as  amended. 

(b)  Adiuslment  -  If,  as  authorized  pursuant  lo  section 
4(d)  of  the  Service  Contract  Act  ol  1 965.  as  amended, 
the  term  o(  this  contract  is  more  than  1  year,  the  mini- 
mum monetary  wages  and  fringe  benefits  required  to 
be  paid  or  furnished  thereunder  to  service  employees 
shall  be  subject  to  adjustment  after  1  year  and  not 
less  often  than  once  every  2  years,  pursuant  towage 
determination  to  be  issued  by  the  Employment  Stan- 
dards Administration.  Department  of  Labor,  as  provid- 
ed in  Ihe  Act. 

(c)  Obligation  lo  Furnish  Fringe  Benefits -The  Agency 
or  subcontractor  may  discharge  Ihe  obligation  to  fur- 
nish fringe  benefits  specified  in  Ihe  attachment  or 
determined  conformably  thereto  by  (urmshing  any 
equ  valent  combinations  of  fringe  benefits,  or  by 
making  equivalent  or  differential  oaymonis  in  cash  in 
accordance  with  Ihe  applicable  rules  sol  forth  in  29 
CFR  Part  4.  Subparts  B  and  C.  and  not  otherwise. 

(d)  Minimum  Wage  -  In  the  absence  of  a  minimum 
wage  attachment  (or  this  conirnct.  neither  the  Agency 
nor  any  subcontraclor  under  this  contract  shall  pay 
any  employees  pcrlorming  work  under  the  contract 
(regardless  ol  whether  they  are  service  employees) 
less  than  the  minimum  wage  specified  by  section 
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6(aHl)  ol  the  Fair  Labor  Slandards  Act  ot  1 933.  as 
amended  Nothing  In  this  provision  shall  relieve  the 
AOency  or  any  subcontractor  of  any  other  obliflation 
noer  law  or  contract  lor  Iho  payment  ol  a  higher  wage 
ny  employee. 

Obligations  Attributable  to  Predecessor  Contracts 
^11  this  contract  succeeds  a  contract,  subiecl  to  the 
Service  Contract  Act  ol  1965.  as  amended,  under 
which  substantially  the  same  services  were  lurnished 
and  service  employees  were  paid  wages  and  Iringe 
benelits  provided  lor  in  a  collective  bargaining  agree- 
ment then  in  the  absence  ol  a  minimum  wage  attach- 
ment lor  this  contract  neither  the  Agency  nor  any  sub- 
contractor under  this  contract  shall  pay  any  service 
employee  perlorming  any  ol  the  contract  work  less 
than  the  wages  and  Iringe  benelits  provided  lor  in 
such  collective  bargaining  agreements,  to  which  such 
employee  whould  be  entitled  il  employed  under  the 
predecessor  contract,  inijluding  accrued  wages  and 
fringe  benelits  provided  lor  under  such  agreement.  No 
company  or  subcontractor  under  this  contract  may  be 
relieved  ol  the  foregoing  obligation  unless  the  Secre- 
lary  of  Labor  or  his  authorized  representative  deter- 
mines that  the  collective  bargaining  agreement  ap- 
plicable 10  service  employees  employed  under  the 
predecessor  contract  was  not  entered  into  as  a  result 
of  arm's-length  negotiations,  or  finds,  alter  a  hearing 
as  provided  in  Department  of  Labor  regulations.  29 
CFR  4.1 0.  that  the  wages  and  fringe  benefits  provided 
(or  in  such  agreement  are  subslanlially  at  variance 
with  those  which  prevail  for  services  ot  a  similar  char- 
acter in  the  locality. 

(I)  Notification  to  Employees  -  The  Agency  and  any 
subcontractor  under  this  contract  shall  notily  each 
service  employee  commencing  work  on  this  contract 
ol  the  minimum  wage  and  any  Iringe  benefits  required 
be  paid  pursuant  to  this  contract,  or  shall  post  a 
itice  ol  such  wages  and  benefits  in  a  prominent  and 
ptessible  place  at  the  worksite,  using  such  poster  as 
ay  be  provided  by  the  Department  of  Labor. 

(g)  Safe  and  Sanitary  Working  Conditions  -  The 
Agency  or  subcontractor  shall  not  permit  any  part  of 
the  services  called  for  by  this  contract  to  be  per- 
formed in  buildings  or  surroundings  or  underworking 
conditions  provided  by  or  under  the  control  or  super- 
vision of  the  Agency  or  subcontractor  which  are  un- 
sanitary or  hazardous  or  dangerous  to  the  health  or 
safety  of  service  employees  engaged  to  furnish  these 
services,  and  the  Agency  or  subcontractor  shall 
comply  with  the  safety  and  health  standards  applied 
under  29  CFR  Part  1925. 

(h)  Records.  The  Agency  and  each  subcontractor  per- 
lorming work  subject  to  the  Act  shall  make  and  main- 
tain for  3  years  from  the  ccmpletion  of  the  work, 
records  containing  the  information  specified  in  sub- 
paragraphs (1)  through  (5)  of  this  paragraph  for  each 
employee  subject  to  the  Act  and  shall  make  them 
available  for  inspection  and  transcription  by  author- 
ized representatives  of  the  "Employment  Standards 
Administration  (ESA).  Department  of  Labor. 

(1)  Employee  name  and  address. 

(2)  Employee  work  classification  or  classifications. 
rate  or  rates  of  monetary  wages  and  fringe  benefits 
provided,  rate  or  rales  of  fringe  benefit  payments  in 
lieu  thereof,  and  total  daily  and  weekly  compensation. 

(3)  Employee  daily  and  weekly  hours  so  worked. 

)  Any  deductions,  rebates,  or  relunds  Irom  employ- 
es total  daily  or  weekly  compensation. 
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(5)  A  list  of  monetary  wages  and  fringe  benefits  for 
those  classes  of  service  employees  not  Included  in 
the  minimum  wage  attachment  to  this  contract,  but  for 
which  such  wage  rates  or  fringe  benefits  have  been 
determined  by  the  Interested  parties  or  by  the  Admin- 
istrator (as  defined  In  41  CFR  1-1  2. 902-2(c))  or  au- 
thorized representative  pursuant  to  the  Lat>cr  Stan- 
dards Clause  in  paragraph  (a)  of  this  clause.  Acopyot 
the  report  required  in  paragraph  (I)  (1 )  of  this  clause 
shall  be  deemed  to  be  such  a  list. 

(i)  Withholding  of  Payment  and  Termination  of  Con- 
tract -  The  Contracting  Officer  shall  withhold  or  cause 
to  be  withheld  from  the  Agency  under  this  or  any  other 
Government  contract  with  the  Agency  such  sums  as 
the  Contracting  Officer,  or  an  appropriate  officer  ot 
the  Department  of  Labor,  decides  may  be  necessary 
to  pay  underpaid  employees.  Additionally,  any  failure 
to  comely  with  the  requirements  of  this  clause  relating 
to  the  Service  Contract  Act  of  1 965  may  be  grounds 
(or  termination  ol  the  right  to  proceed  with  the  con- 
tract work.  In  such  event,  the  Government  may  enter 
into  other  contracts  or  arrangements  for  completion  of 
the  work,  charging  the  Agency  in  default  with  any 
additional  cost. 

(j)  Subcontractors -The  Agency  agrees  to  insert  this 
clause  relating  to  the  Service  Contract  Act  ol  1965  in 
all  subcontracts.  The  term  "Agency"  as  used  in  this 
clause  in  any  subcontract,  shall  be  deemed  to  refer  to 
the  subcontractor. 

(k)  Service  Employee  -  As  used  in  this  clause  relating 
to  the  Service  Contract  Act  ol  1 965,  as  amended,  the 
term  "service  employee"  means  any  person  engaged 
in  the  perlormance  of  a  contract  entered  into  by  the 
United  Slates  and  not  exempted  under  section  (o), 
whether  negotiated  or  advertised,  the  principal  pur- 
pose of  which  is  to  furnish  services  in  the  United 
Stales  (other  than  any  person  employed  in  a  bona  fide 
executive,  administrative,  or  professional  capacity,  as 
those  terms  are  defined  in  Part  541  of  Title  29.  Code  of 
Federal  Regulations,  as  of  July  30,  1 979.  and  any  sub- 
sequent revision  of  those  regulations);  and  shall  in- 
clude all  such  persons  regardless  of  any  contractual 
relationship  that  may  be  alleged  to  exist  between  a 
company  or  subcontractor  and  such  persons. 

(I)  Agency's  Report 

(1 )  If  there  is  a  wage  determination  attachment  to  this 
contract  and  one  or  more  classes  ol  service  employ- 
ees which  are  not  listed  thereon  are  to  be  employed 
under  the  contract,  the  Agency  shall  report  to  the 
Contracting  Olficer  the  monetary  wages  to  be  paid 
and  the  fringe  benefits  to  be  provided  each  such  class 
of  service  employee.  Such  report  shall  be  made 
promptly  as  soon  as  such  compensation  has  been 
determined,  as  provided  in  paragraph  (a)  ol  this 
clause. 

(2)  II  wages  to  be  paid  or  fringe  benefits  to  be  fur- 
nished any  service  employees  employed  by  the 
Agency  or  any  subcontractor  under  the  contract  are 
provided  for  in  a  collective  bargaining  agreement 
which  is  or  will  be  effective  during  any  period  in  which 
the  contract  is  being  performed,  the  Agency  shall 
report  such  fact  to  the  Contracting  Ollicer  together 
with  lull  inlormation  as  lo  the  application  and  accrual 
of  such  wages  and  fringe  benefits,  including  any  pros- 
pective increases,  to  service  employees  engaged  in 
work  on  the  contract,  and  a  copy  of  the  collective  bar- 
gaining agreement  Such  report  shall  be  made  upon 
commencing  performance  Of  the  contract.  In  the  case 
ol  collective  bargaining  agreements  ellectlva  at  such 


6-8i 


167 


lime,  and  inihe  case  of  such  agreements  or  provi- 
sions or  amendmenls  Itiereol  ellective  al  a  later  time 
during  the  period  of  contract  perlormance.  such 
aoreements  shall  be  reported  promptly  alter  negotia- 
tion thereof. 

(m)  Regulations  Incorporated  by  Reference  -  All  inter- 
pretations ot  the  Service  Contract  Act  of  1955  ex- 
pressed in  29  CFR  Part  4.  Suboarl  C.  are  hereby  in- 
corporated by  reference  in  this  contract. 

(n)  Exemptions  -  This  clause  relating  to  the  Service 
Contract  Act  of  1965  shall  not  apply  to  the  following; 

(1)  Any  contract  of  the  United  States  or  District  of 
Columbia  for  construction,  alteration,  and/or  repair, 
including  painting  and  decorating  of  public  buildings 
or  public  worKs: 

(2)  Any  work  required  to  be  done  in  accordance  with 
the  provisions  of  the  Walsh-Healy  Public  Contracts 
Act  (41  U.S.C.  35-45); 

(3)  Any  contract  for  the  carriage  of  freight  or  person- 
nel by  vessel,  airplane,  bus.  trucK.  express  railway 
line,  or  oil  or  gas  pipeline  where  published  tariff  rates 
.are  in  effect,  or  where  such  carriage  is  subject  to  rales 
covered  by  section  22  ol  the  Interstate  Commerce  Act; 

(4)  Any  contract  lor  the  furnishing  of  services  by 
.radio,  telephone,  telegraph,  or  cable  companies,  sub- 
'ject  to  the  Communications  Act  of  1934; 

(5)  Any  contract  for  public  utility  services,  including 
-electric  light  and  power,  water,  steam,  or  gas; 

(6)  Any  employment  contract  providing  for  direct  ser- 
vices to  a  Federal  agency  by  an  individual  or 
individuals; 

(7)  Any  contract  with  the  Post  Olf  ice  Department  (U.S. 
Postal  Service),  the  principal  purpose  of  which  is  the 
operation  of  postal  contract  stations: 

(8)  Any  services  to  be  furnished  outside  the  United 
States.  For  geographic  purposes,  the  "United  Slates" 
is  defined  in  section  8(d)  of  the  Service  Contract  Act 
ol  1965  to  include  any  Stale  of  the  United  States,  the 
District  of  Columbia.  Puerto  Rico,  the  Virgin  Islands. 
Outer  Continental  Shelf  lands,  as  defined  in  the  Outer 
Continental  Shell  Lands  Act.  American  Samoa.  Guam. 
Wake  Island.  Enlwetok  Atoll,  Kwajalein  Atoll.  Johnston 
Island,  and  Canton  Island.  II  does  not  include  any 
other  territory  under  the  jurisdiction  ol  the  United 
States  or  any  United  States  base  or  possession  within 
a  foreign  country. 

(9)  Any  of  the  following  contracts  exempted  from  all 
provisions  ol  the  Service  Contract  Act  ol  1965,  pur- 
suant lo  section  4(b)  ol  the  Act,  which  exemptions  the 
Secretary  of  Labor,  prior  to  amendment  of  such  sec- 
tions by  P.  L-  92-473.  lound  to  be  necessary  and 
proper  in  the  public  interest  or  to  avoid  serious  impair- 
ment of  the  conduct  of  Government  business: 

(i)  Contracts  entered  into  by  the  United  States  with 
common  carriers  lor  the  carriage  ot  mail  by  rail,  air 
(except  air  star  routes),  bus.  and  ocean  vessel,  where 
such  carriage  is  perlormed  on  regularly  scheduled 
runs  of  the  trains,  airplanes,  buses,  and  vessels  over 
regularly  established  routes  and  accounts  lo'  an  in- 
substantial portion  of  the  revenue  therefrom; 

(ii)  Any  contract  entered  into  by  the  US.  Postal  Ser- 
vice with  an  individual  owner-operator  lor  mail  service 
where  It  IS  not  contemplated  al  the  time  the  contract  is 
made  that  such  owner-operator  will  hire  any  service 
employee  10  perform  the  services  under  the  contract 


except  lor  short  periods  ol  vacation  lime  or  lor  unex- 
pected contingencies  or  emergency  situations  such 
as  Illness  or  accident. 

(0)  Special  Employees  -  Notv/ilhslandlng  any  ol  the 
provisions  in  paragraphs  (a)  through  (n)  ol  this  clause 
relating  to  the  Service  Contract  Act  of  1965.  the  fol- 
lowing employees  may  be  employed  In  accordance 
with  the  lollowing  variations,  tolerances,  and  exemp- 
tions prior  to  Its  amendment  by  P.  L.  92-473.  lound  to 
be  necessary  and  proper  in  the  public  Interest  or  lo 
avoid  serious  Impairment  ol  the  conduct  ol  Govern- 
ment business: 

(1)  (i)  Apprentices,  student-learners,  and  workers 
whose  earning  capacity  is  impaired  by  age.  physical, 
or  mental  deficiency  or  injury  may  be  employed  at 
wages  lower  than  the  minimum  wages  otherwise  re- 
quired by  section  2(a)(1)  or  2(b)(1)  of  the  Service  Con- 
tract Act  ol  1965.  without  diminishing  any  fringe 
benefits  or  cash  payments  in  lieu  thereol  required 
under  section  2(a)(2)  of  that  Act.  In  accordance  with 
the  procedures  prescribed  lor  the  employment  of  ap- 
prentices, student-learners,  handicapped  persons, 
and  handicapped  clients  ol  sheltered  workshops 
under  section  14  ol  the  Fair  Labor  Standards  Actol 
1938.  (29  U.S.C.  201  etseq.)  in  the  regulations  issued 
by  the  Administrator  (29  CFR  Parts  520.  521 ,  524.  and 
525). 

(ii)  The  Administrator  will  issue  cerllficates  under  the 
Service  Contract  Act  ol  1 965  lor  the  employment  ol 
apprentices,  student-learners,  handicapped  persons, 
or  handicapped  clients  ol  sheltered  workshops  not 
subject  to  Fair  Labor  Standards  Act  ol  1 938.  or  sub- 
ject to  dilferent  minimum  rates  ol  pay  under  the  two 
Acts,  authorizing  appropriate  rates  ol  minimum  wages, 
(but  without  changing  requirements  concerning  Innge- 
benelits  or  supplementary  cash  payments  in  lieu 
thereof),  applying  procedures  prescribed  by  the  ap- 
plicable regulations  issued  under  the  Fair  Labor  Stan-- 
dards  Act  ol  1938  (29  CFR  Parts  520,521,  524,  and 
525); 

(iii)  The  Administrator  will  also  withdraw,  ann'jl.  or 
cancel  such  certilicates  in  accordance  with  the  regu- 
lations in  Parts  525  and  528  ol  Title  29  ol  the  Code  of 
Federal  Regulations. 

(2)  An  employee  engaged  in  an  occupation  in  which 
the  employee  customarily  and  regularly  receives  more; 
than  S30  a  month  in  tips  may  have  the  amount  ol  lips- 
credited  by  the  employer  against  the  minimum  wage 
required  by  section  2(a)(1)  or  section  2(b)(l)ollhe 
Act.  in  accordance  with  the  regulations  in  29  CFR  Part 
531 ;  Provided,  however,  that  the  amount  ol  such 
credit  may  not  exceed  SI  .24  per  hour  beginning  Janu- 
ary 1.  1980.  and  SI. 34  per  hour  after  December  31. 
1980. 
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APPENDIX   II-STD   TO  FCIC-455.   AGENCY   SALES  AND   SERVICE  AGREEMENT 

The  Corporation  will  conpensate  the  Agency  as  specified  herein  for  all 
policies  sold   (new  or  carryover)   for  which  the  Agency  collects  the  farmer's 
premiums  by  the  termination  date(s)   in  the  policy(ies)   for  the  crop  year.     For 
purposes  of  this  section,   "Base  Premium"   is  the  calculated  premium  *including 
subsidy,   adjustment  for  experience,  any   reduction  for  hail   and  fire  credit, 
and  excludes  interest  charges. 

1.  New  policies  are  those  not  in  force  \/ith  the  Corporation,   or  any  company 
or  organization  reinsured  by  the  Corporation,  on  the  same  crop  for  the  same 
entity  the  previous  policy  year.     The  Agency  will   be  compensated  at  the  rate 
of  18%  on  the  first  $10,000  of  base  premium  for  each  crop  insured. 

2.  Carryover  policies  are  those  policies  for  the  same  crop  and  entity  that 
v/ere  in  force  the  previous  year  with  the  Corporation  or  any  company  or 
organization  reinsured  by   the  Corporation.     The  Agency  will   be  compensated  at 
the  rate  of  13%  on  the  first  $10,000  of  base  premium  for  each  crop  insured. 

3.  The  rates  specified  in  Sections  1    and  2  will   be  reduced  50  percent  for 
"that  portion  of  the  base  premium  over  $10,000  up  to  $50,000  and  be  reduced  80 
percent  for  the  portion  of  the  base  premium  over  $50,000.** 

•4.     If  an  insured  cancels  a  policy  and  signs  an  application  for  insurance  withi 
another  agent  for  the  same  crop  year,  and  if  a  dispute  arises  as  to  which 
agent  shall   provide  the  service,   the  Corporation  will   make  such  determination. 

iS,     The  Corporation  may  obtain  any  acreage  report  not  secured  by  the  Agency  by 
'the  date  established  by  the  Corporation  after  which  an  inspection  is  required 
.to  determine  insurability  of  the  acreage,  and  the  Agency's  earnings  under 
Section  1   or  2  of  this  appendix  will   be  reduced  $50.00  for  each  crop  policy 
for  which  the  Corporation  secured  the  acreage  report. 

6.  For  the  purpose  of  computing  commissions  under  Sections  1   and  2  of  this 
appendix,   farmer's  premiums  mailed  to  the  Corporation  or  collected  through 
deduction  from  indemnities  shall   be  considered  as  collected  by  the  Agency  as 
of  the  date  of  mailing  or  the  date  the  claim  for  loss  is  signed.     No 
compensation  shall   be  paid  for  crop  policies  which  do  not  result  in  a  fully 
collected  premium. 

7.  For  crop  policy  year  accounts  terminated  for  indebtedness  which  are 
collected  by  the  Agency   (including  those  referred  to  the  Agency  by  the 
Corporation  for  collection),   reimbursement  will   be  based  on  Section  2  of  this 
appendix. 

8.  No  amount(s)   shall   be  paid  the  Agency  unless  the  payment  is  fully  earned 
except  that  if  this  agreement  is  terminated  as  provided  in  Section  15  or  23  of 
the  agreement,   the  Corporation,   at  its  option,  may  make  payment  for  services 
rendered  but  not  fully  earned. 
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9.  The  Corporation,  with  the  consent  of  the  Agency,  may  assign  additional 
crop  policies.  *The  payment  for  these  policies  will  be  based  on  Section  2  of 
thi  s  appendix. 

10.  The  Agency  shall  not  share  commissions  with  or  provide  fees  or  other 
consideration  to  any  individual  producer  for  the  purpose  of  obtaining  an 
application  for  insurance. 

This  appendix  becomes  effective  beginning  with  the  19 crop  year  for  Agency 

Code  No. 


Initials  Date.  Initials  Date 

Corporation  ■  Agency 
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UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

Federal  Crop  Insurance  Corporation 

APPLICATION  AND  PLAN  OF  OPERATION 

for 
Agency  Sales  and  Service  Agreement 


(Agency  Name) 


(Mailing  Address) 


(City  and  State) 


(Zip  Code) 


(Crop  Year) 


i(Agency  Telephone  Number) 


(Tax  I.D.   Number) 


3V.     Information 

I.        Application  is  hereby  made  by  the  above-named  Agency  for: 

*  []     Continuation  of,  or 
[]    A  new  ** 


Agency  Sales  and  Service  Agreement  for  the 
II.       Affiliations 


crop  year. 


A.         List  the  names  of  organizations  affiliated  with  the  Agency. 


B.       List  the  organizations  whose  facilities  will    be  used  in  carrying  out  the 
responsibilities  under  the  Agreement. 


III.     List  names,   titles,   addresses,  and  telephone  numbers  of  persons   (at 

least  tv/o)   designated  by  the  organization  as  managers   for  this  agreement. 
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IV.  *List  the  name,  title,  address  and  phone  number  for  each  Agency  Liaison 
to  each  field  operations  office  in  whose  territory  the  Agency  operates 
(advise  the  Corporation  immediately  as  changes  occur).** 


List  names  and  address  of  officers,  stockholders  or  major  investors. 


VI.  What,  if  any,  was  the  most  recent  Best's  Insurance  Rating  Service  rating 
of  the  organization  and  the  date  of  the  rating. 

VII.  *Financial   Requirements 

A.     Operating  Capital 

1.     What  is  your  estimated  Agency  operating   budget  {excluding  Agent 
expenses)   for  the  period  covered  by  this  plan  of  operation? 


2.  What  is  your  source  and  amount  of  operating  funds  prior  to  receipt  of 
FCIC  commission  payments  (If  a  written  agreement  for  a  line  of  credit 
has  been  established  provide  a  copy  of  other  agreement)? 


3.     List  the  names,   addresses  and  telephone  numbers  of  three  credit 
references. 


B.     Security  Capital 


1.     What  security  is  your  agency  using  to  assure  adequate  financial 
sources  to  cover  the  error  and  omissions  liability  of  the  Agency 
according   to  Section  20  of  the  Agreement   (If  error  and  omissions 
insurance  policy  applicable  to  Federal   Crop   Insurance  is  used, 
state  the  name  and  address  of  the  policy  issuing  company)? 
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2.     What  is   the  amount  of  the  security? 

C.     Enclose  a  copy  of  the  Agency's  latest  financial   statement  dated. 

VIII.       Describe  the  current  organization  and  operation. 

A.  Description  of  Business 

B.  Locations  and  Outlets  by  State 

C.  Scope  or  Volume  by  State 

D.  Number  of  Representatives  or  Agents 


IX.     How  do  you  plan  to  handle  the  Federal   Crop  Insurance  business? 

A.     Describe  the  organization  structure  and  supervisory  span  of 
control   that  will   be  used  (attach  organizational  chart). 


B.     List  the  Agency  office  locations  by  state  (exclude  Agent  offices). 


C.     I7hen  will   Agent  training  be  needed: 
Spring  Planted  Crops? 
Fall   Planted  Crops? 
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ED  MARKETING  PLAN  -  AGENCY  SALES  a  SERVICE  AGREEMENT 

• 

Proicctod  Salos  Volume    ^/fc  /l£^) 

State 

Number  of 
Agents 

Projected 

Fall 

Business 

(New) 

Projected 
Spring 

Business 
(New) 

Projected 

Carryover 

Business 

(Fall) 

Projected 

Carryover 

Business 

(Spring) 

State 
Total 

Alabama 

■      - 

Alaska 

Arizona 

ArKansas 

Cahlornia 

ColoraCo 

Connecticut 

Delaware 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

1 

Maine 

Maryland 

Massachusetts 

MichiQan 

Minnesota 

1 

MiSSISSIDDi 

- 

Missouri 

lontana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

V/esl  Virginia 

Wisconsin 

Wyoming 

rOTAL 

1 

e:2^?382        23:0; 


a:-.- 
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X.   Are  you  going  to  participate  in  the  FCIC  Program  of  Reinsurance  or  with  a 

company  that  is  participating  in  such  a  program? If  so,  list 

name  of  company  and  state  in  which  you  will  so  operate. 


XI.  Where  will  the  policyholder  files  be  maintained? 

[]  A.  Local  Agent's  Office 

[]  B.  Liaison  Office 

[]  C.  Headquarters  Office 

[]  D.  Other  Location{s)  (specify  including  address) 

XII.  Where  will  the  review  coding,  batching  and  error  resolution  of  documents 
be  handled?  (check  one). 

[]  A.  Headquarter  Location 
[]  B.  Liaison  Office 
[]  C.  Other  (specify) 

B.    Additional  Contract  Provisions 

I.  The  lead  entity  is  responsible  for  any  or  all  obligations  to  FCIC  that 
may  arise  out  of  the  business  conducted  under  this  agreement.  If  more 
than  one  legal  entity  is  designated  as  a  lead  entity  all  shall  be 
jointly  and  severally  liable  to  FCIC. 

II.  The  Agency  is  required  to  designate  a  person  as  liaison  to  work  with  each 
field  operations  office  in  whose  territory  the  Agency  functions.  The 
Agency  agrees  that  the  liaison  will  devote  the  amount  of  time  and  effort 
necessary  to  assure  proper  coordination  and  implementation  of  working 
procedures  to  assure  proper  performance  of  the  duties  specified  in  this 
agreement. 

III.  Quality  Assurance  will  be  performed  in  the  following  manner: 
A.    Application  Review 

1.  lOOX  of  applications  will  be  Reviewed,  Coded,  Blocked  and  Batched 
before  mailing  to  the  Corporation. 

2.  5%   of  applications  will  be  randomly  selected  for  telephone  or 
on-farm  review  to  insure  accuracy  and  policy  knowledge. 

3.  Necessary  controls  will  be  implemented  to  assure  that  at  least 
80"  of  sales  documents  submitted  to  Corporation  will  be  processa- 
ble  without  error  or  omission  of  data. 
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4.  Prompt  action  will  be  taken  to  assure  tinely  error  resolutions 

for  suspended  documents. 

5.  The  Corporation  may  not  to  accept  sales  documents  received  at 
Kansas  City  more  than  30  days  after  sales  closing  dates. 

B.    Acreage  Reports 

1.  100",  of  Acreage  reports  will  be  Reviewed,  Coded,  Blocked  and 
Batched  before  mailing  to  the  Corporation. 

2.  A  Z%   selection  of  acreage  reports  will  be  reviewed  by  on-farm 
visit  to  verify  accuracy  of  all  entries  on  selected  acreage 
reports. 

3.  Necessary  controls  will  be  implemented  to  assure  that  at  least 
80^  of  acreage  reports  submitted  to  the  Corporation  will  be 
processable  upon  receipt. 

4.  The  Corporation  may  not  accept  acreage  reports  received  at 
Kansas  City  more  than  30  days  after  final  acreage  reporting  dates. 

IV.  A  sales  report  will  be  required  bi-weekly.  The  Agency  will  submit  a 
sales  report  by  state  including  amounts  of  estimated  acreage  and 
premium  on  a  schedule  prescribed  by  the  Corporation:  (County  data 
must  be  available  upon  request.) 

V.  *The  Agency  will  have  a  minimum  of  25  active  agents  within  30  days  of  the 

approval  date  of  the  plan  of  operation  and  maintain  such  an  agent  force 
for  the  life  of  the  agreement.** 

VI.  The  Agency  agrees  to  provide  a  list  containing  the  name,  address,  tele- 
phone number,  and  counties  serviced  for  each  of  its  Agency 
Represenatives.  Such  information  will  be  provided  within  15  days  of  the 
date  the  Agency  Representative  begins  to  function  independently. 

The  Agency  understands  and  agrees  that  this  Plan  of  Operation,  when  approved, 
will  become  a  part  of  the  Agreement. 
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imx" 


TOTT  AGENCY 

APPROVED  AND  EXECUTED  FOR  THE  CORPORATION  BY: 

(COfJTfiACTiNG  OFFICER) 
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177 


united  Slates  Federal  Crop  Office  of  the  Washington,  D.  C. 

1=1   Department  of  Insurance  ,,  o^^f-n 

IJ   Agriculture  Corporation  Manager  20250 


To  :     Board  of  Directors 

Subject:     Board  Memorandum  No.   104 

Financial   Standards  -  Master  Marketing 
Agreements 

Board  Memorandum  No.   68,  approved  by  the  Board  on  May  11,  1982,  directed  the 
Manager  of  the  Corporation  to  develop  specific  financial   standards  for  agencies 
doing  business  with  FCIC  under  the  Agency  Sales  and  Service  Agreement.     Such 
standards  were  determined  necessary  in  order  to  give  FCIC  an  assurance  such 
agencies  would  likely  be  able  to  meet  their  obligations. 

It  is  a  sound  business  practice  for  any  company  to  secure  a  financial   statement 
from  those  with  whom  the  company  is  doing  business  in  order  to  determine  if 
fiscal   obligations  may  be  met  at  the  appropriate  time.     Furthermore,  the  use 
of  a  financial   standard  assures  the  Corporation  that  those  companies  dealing 
with  the  farmers  we  are  committed  by  the  intent  of  the  Federal   Crop  Insurance 
Act  to  serve,  ^vq  in  a  position   to  maintain  their  positions  of  financial 
responsibility  and  trust  in  their  dealings  with  those  farmers. 

The  subject  proposed  financial   standards  are  submitted  for  your  consideration 
and  approval,  and  are  designed  to  become  effective  with  the  implementation  of 
the  new  Agency  Sales  and  Service  Agreement  (Master  Marketing  Agreement)   in  the 
1983  crop  year. 

Using  information  supplied  by  the  applicant,  on  a  form  prescribed  by  the 
Federal   Crop  Insurance  Corporation,  the  Corporation  will   evaluate  the  financial 
position  of  the  applicant. 

The  standard  is  as  follows: 

If  the  ratio  of  current  assets  to  current  liabilities  exceeds  1.2  to  1   and 
current  assets  exceed  current  liabilities  by  an  amount  equal   to  at  least  3 
percent  of  anticipated  premium  volume  for  the  period  covered  by  the  annual 
plan  of  operation,  and  there  is  no  other  significant  adverse  information,   the 
applicant  will   be  regarded  as  fully  acceptable. 

If  the  applicant's  financial   position  is  determined  by  FCIC  to  be  less  than 
fully  acceptable,  FCIC  shall   refuse  an  agreement.     FCIC  may  grant  waivers  to 
the  financial    standard  when  the  applicant  submits  a  plan  determined  to  satis- 
factorily eliminate  the  deficiency.      In  such  cases,  consideration  shall   be 
given  to: 

1)     Proof  of  line  or  letters  of  credit  which,  when   added  to  other  current 
assets  of  the  agency,  result  in  a  current  ratio  in  excess  of  1.2:1 
and  an   excess  of  current  assets  over  current  liabilities  sufficient  to 
cover  current  operating  expenses,  or  Z%  of  premiums  anticipated 
premium  volume  for  the  next  year,  whichever  is  greater. 

The  Federal  Crop  Insurance 
Corporation  is  an  agefKy  o(  the 
Department  ot  Agriculture 
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2)  Bonding  and/or  insurance  v;hich  may  be  used  in  lieu  of  .5%  of 
anticipated  premiums  to  cover  possible  errors  and  omissions. 

3)  Guarantees  in  the  form  of  letters  of  agreement  between  the  applicant 
and  principals  of  the  agency  or  a  company  which  has  a  working  agree- 
ment with  the  agency  to  assume  financial  responsibility  in  the  event 
of  failure  of  the  applicant  to  meet  financial   obligations. 

4)  Cash  flow  projections  which  demonstrate  the  ability  to  meet  current 
operating  expenses  for  the  period  covered  by  the  annual  plan  of 
operati  on . 

5)  Other  information  relative  to  the  historical   experience  of  the  agency, 
and/or  its  principals,  with  credit  and  financial   institutions. 

FCIC  will   accept  independently  prepared  financial   statements  as  of  the  end  of 
the  most  recent  fiscal  year  unless  the  applicant  prefers  to  provide  a  later 
interim  statement. 

In  all  cases  other  than  a  CPA  Audit,  the  statement  must  be  certified  by  the 
Chief  Executive  Officer  and  Treasurer  as  fairly  reflecting  the  financial   posi- 
tion of  the  agency. 

The  subject  financial   standards  have  not  been  given  legal   sufficiency  clearance 
by  the  Office  of  General   Counsel.     Your  approval   is  pending  such  clearance. 

I  recommend  approval  of  the  proposed  financial   standards  through  the  following 
resolution: 

RESOLVED,  That  the  Financial   Standards,  applicable  with  the 
1983  and  succeeding  crop  year  Agency  Sales  and  Service  Agree- 
ments (Master  Marketing  Agreements)  be,  and  they  are  hereby 
approved  for  publication  as  a  notice  subject  to  clearance  as 
to  legal   sufficienty  by  the  Office  of  General   Counsel. 


<)    I  ■lE»-ot^Ci'_  Wj 


MERR'ITT  W.   SPRy^GUEj      '^^ 
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j^;^    United  States 
1  *  j\  Department  of 
'**/   Agriculture 


Federal 
Crop 

Insurance 
Corporation 


Office  of 
the  Manager 


Washington,  D.C. 
20250 


APR  Z'J    ;:JR3 


To:      Board  of  Directors 


From:      Manager 


Proposed  -  Anendment  to  the  1984  Agency  Sales  and  Service  Agreement 
Board   Memorandum  No.    156 

The  proposals  contained  in  this  menorandum  deal  t/ith  remuneration  for  the 
companies  operating  under  agency  sales  and  service  agreements.     I 
recommend  that  a  flat-rate  commission  for  all   business  sold,  new  and 
carryover,   be  paid. 

Before  getting  into  the  details  of  the  recommendation,   I  would  like  to 
review  with  you  the  commission  structure  of  the  1983  Sales  and  Service 
Agreement.     For  purposes  of  this  discussion  I  will   use  the  term  "base 
premium"  as  encompassing  the  calculated  premium,  including  subsidy, 
adjustr.ients  for  experience  and  any  reduction  for  hail   and  fire  credit. 
The  commission  payment  schedule  computed  on  base  premium  is  as  follows: 

1.  New  policies  are  those  not  in  force  with  the  Corporation,   or  any 
company  or  organization  reinsured  by  the  Corporation,  on  the  same 
crop  for  the  same  entity  the  previous  year.     The  agency  will    be 
compensated  at  the  rate  of  18%  on  the  first  $10,000  of  base  premium 
for  each  crop  insured. 

2.  Carryover  policies  are  those  policies  for  the  same  crop  and  entity 
that  were  in  force  the  previous  year  with  the  Corporation  or  any 
company  or  organization  reinsured  by  the  Corporation.     The  agency 
will   be  compensated  at  the  rate  of  }3%  on  the  first  $10,000  of  base 
premium  for  each  crop  insured. 

3.  Tile  rates  specified  in  1   and  2  above  will   be  reduced  by  50°;  for  that 
portion  of  the  base  premium  over  $10,000  up  to  $50,000  and  be  reduced 
80:^  for  the  portion  of  the  base  premium  over  $50,000. 

4.  Using  the  current  1983  agreement  on  the  total    recorded  1982  premium 
of  $331,193,174,   the  total    commission  would  amount  to  $46,607,333. 

I  wish  to  propose  a  like  commission  schedule  for  both  new  and  carry-over 
business  which  will   be  accompanied  by  a  service  fee  to  be  paid  to  the 
company.     I  am  recommending  a  straight  12^  commission  rate  fee  to  be 
paid  on  both  new  and  carryover  business.     Hov/ever,  the  commission  \;ould 
continue  to  carry  reductions  for  extremely  large  premiums  as  indicated 
in  item  3  of  the  1983  sales  and  service  agreement. 
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That  is,   a  reduction  of  50?i  of  the  base  premiun  on  policies  earning 
commissions  of  $10,000  to  $50,000  and  a  reduction  of  80%  of  the  base 
premium  on  policies  earning  commissions  amounting  to  more  than  $50,000. 
Please  refer  to  footnote  1/  for  a  comparative  analysis  of  the  cost  using 
the  198:?  crop  year  premium  for  this  type  of  commission  rate.     You  will 
note  that  the  total   national  commission  at  12?i  would  amount  to 
$38,300,430. 

An  additional    service  fee  of  3?4  of  base  premium  i/ould  be  paid  to  the 
company.     This  payment  v/ould  not  be  subject  to  the  individual   size 
discounts  as  indicated  for  the  12%  commission  rate.     The  overall   cost 
using  the  1982  premium  figure  of  $331,198,174  would  total   $9,935,945 
and  add  $360,338  to  the  overall    commission  payments   (See  footnote  2/). 
The  service  fee  would  be  advanced  to  the  companies  as  acreage  reports  on 
individual   policies  were  processed  in  the  Kansas  City  office.     The  12% 
commission  would  be  paid  on  individual   policies  upon  receipt  of  premium 
payments  in  the  Kansas  City  office. 

A  further  change,  which  I  would  like  to  recommend  at  this  time,  would 
provide  incentive  for  agents  to  service  the  extremely  small   premium 
policies  which  we  encounter  in  the  tobacco  growing  areas  and  some  of  the 
dairy  areas  in  the  Northern  and  Northeast  States.     It  would  be  a  $25.00 
minimum  commission  or  the  actual   policy  premium  if  less.     The  overall 
additional   commission  cost  for  the  $25.00  minimum  premium  would  amount  to 
$1,067,407  covering  91,276  contracts  in  this  category  as  recorded  for 
1982.     Please  refer  to  footnote  number  3/  for  the  calculations  under  this 
proposal.     These  minimum  premium  policyholders  are  likely  to  be  neglected 
without  the  $25.00  minimum  commission. 

It  is  believed  that  there  would  be  many  advantages  in  changing  to  a 
commission  schedule  as  described  in  this  proposal: 

1.  It  would  eliminate  the  controversy  over  canceling  and  then  having  the 
insured  sign  a  new  application  in  order  to  try  to  get  a  new 
commission  rate. 

2.  It  v/ould  simplify  determining  commissions  for  business  that  is 
transferred  from  one  delivery  system  or  one  company  to  another,  and 
would  permit  the  Corporation  to  avoid  using  elaborate  computer 
systems  to  avoid  paying  new  crop  commissions  each  year  on  what  is 
actually  renev/al   business. 

3.  It  would  tend  to  stabilize  our  delivery  system  and  the  commissions 
paid  to  agents.     This  would  enhance  our  current  programming  and 
computer  capabilities  in  handling  payments  by  simplifying  the  system. 

You  will   note  on  our  comparative  cost  analysis  that  the  overall  cost 
using  a  comparison  on  1982  premium  commissions  would  be  slightly  more 
under  the  flat-rate  system.     For  the  effect  on  individual   companies, 
refer  to  the  bar  charts  attached  which  indicate  three  companies  of 
varying  sizes  and  the  effect  a  flat-rate  commission  would  have.      In 
studying  the  bar  charts,  of  course,   it  will   be  noted  the  overall 
percentage  of  new  business  as  compared  to  old  business  can  change  the 
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amount  of  total  comnission  paid.  Obviously,  if  a  greater  portion  of 
the  total  business  represents  new  business  as  compared  to  old  business, 
the  amount  of  total  commission  is  lower.  If  the  greater  portion  of  the 
business  is  carryover  business,  the  flat-rate  would  be  somewhat  higher. 
However,  it  should  be  expected  that,  when  the  Corporation  does  obtain  a 
desirable  level  of  business,  the  greater  portion  of  the  business  for  which 
commissions  would  be  paid  would  constitute  carryover  business.  Therefore, 
the  flat  rate  commission  system  may  be  slightly  more  expensive,  but  also 
would  provide  snore  motivation  for  companies  to  build  and  retain  business 
on  the  books. 


'  "^^VV' 


.K.~JDC  '^' 
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FOOTNOTE  REFERENCES 

1/     304,089  policies  under  $9,999  with  total   premium 

in  the  amount  of  $277,497,596  X   .12%  commission  =  33,299,712 

3,032  policies  $10,000-50,000  with  total   premium 

of  $48,575,093  minus  $1,200  plus  6%  of  premium 

between  $10,000  and  $50,000  =  4,733,706 

60  policies  over  $50,000  with  total   premium 

of  $5,125,485  minus  $3,600  plus  2A%  of  premium 

over  $50,000  =  267,012 

Total   Commission  =  38,300,430 

(Total   Premium  =  $331,  198,174) 

2/     Service  fee  of  .03%  X  331,198,174  9,935,945 

(Using  a  declining  scale  as  shown  in  footnote  1/, 
the  service  fee  would  be  $9,575,107) 

3/     91,276  policies  of  $208  or  less  (subject  to  minimum 
commission)  X  $25.00  not  to  exceed  the  amount  of 
actual   policy  premium  1,067,407 

The  total   premium  for  91,276  policies  of  $208  or  less  is 
$9,855,484.     However,  this  number  includes  4615  policies 
with  premiums  of  $25.00  or  less,   amounting  to  $86,661    in 
total   premiums.     As  a  result  86,661   policies   (91,276  less 
4615)  would  generate  a  total   commission  of  $2,166,525  plus 
the  total   premium  of  the  policies  of  $25.00  or  less   ($86,661), 
for  a  total   commission  cost  of  $2,250,065.     The  actual 
computed  commission  of  .12%  times  $9,855,484  equals 
$1,182,658;   thus  the  additional   cost  of  the  minimum 
commission   ($2,250,065  minus  $1,182,658)   is  $1,067,407. 

Total   Commission  for  the  Proposal  49,303,782 
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SUMMARY 
Total   additional   cost  of  proposed  1934  Compensation  Schedule: 

1.  Flat  Rate  Proposal $1,268,204 

2.  Minimum  Commission  Proposed $1,067,407 

3.  Expense  Allowance  (not  subject  to 

large  premium  discounts) $     360,383 

Total   additional   costs  of  proposal -$2,696,449 


Estimated  Costs: 


Year 


Expressed  as 
Estimated      %   of  Premium 
Costs  Income 


1982  (Assuming  50%  of  business 

eligible  for  2%  bonus  provision)— $51 ,666,915  15.60 

1983 __ $46,607,333  14.07 

1984 - $49,303,782  14.89 
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MINUTES 

OF  THE 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  210-A,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  October  17,  1980,  at 
1:30  p.m. 

The  following: 

Dale  E.  Hathaway 
Everett  S.  Sharp 
Alex  P.  Mercure 

Henry  J.  Lockhart 

constituted  a  quorum. 

Mr.  Sharp,  under  delegation  of  authority  by  the  Secretary  of 
Agriculture,  was  acting  in  his  capacity  as  Acting  Manager  of  the 
Corporation.   Mr.  Mercure  is  a  newly  designated  member  of  the  Board 
of  Directors  under  the  provisions  of  the  Federal  Crop  Insurance  Act, 
as  amended. 

There  were  also  present  Deputy  Under  Secretary  Winston  Wilson; 
Mr.  James  Hinchraan,  Assistant  General  Counsel,  and  Mr.  Arnold 
Grundeman  of  the  Office  of  the  General  Counsel;  Mr.  Roland  Wentzel, 
Acting  Deputy  Manager  of  the  Corporation,  Ms.  Cynthia  Armstrong  and 
Mr.  Peter  F.  Cole  of  the  Corporation. 

Chairperson  Hathaway  called  the  meeting  to  order  at  1:35  p.m. 

The  Minutes  of  the  meeting  of  the  Board  of  Directors  held  on 
July  14,  1980,  were  approved  as  read. 
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The  Manager's  Report  to  the  Board  of  Directors  was  deferred  by 
consent  of  the  Board. 

The  Chair  called  for  the  first  item  on  the  agenda,  that  of  a 
resolution  to  approve  the  Almond  Docket  (CI-Ad-80-1) .   The  Board  was 
advised  that  a  resolution  to  authorize  the  Manager  to  initiate  such  a 
program  had  been  approved  by  the  Board  and  that  proposed  rule  regula- 
tions had  already  been  printed  in  the  Federal  Register,  and  that  all 
that  remained  was  for  the  docket  to  be  approved  by  the  Secretary  of 
Agriculture,  following  clearance  by  the  Office  of  the  General  Counsel. 
The  Chair  directed  that  a  copy  of  the  Almond  Docket  be  marked 
"Exhibit  No.  1472"  and  be  placed  in  the  Minute  Book.   The  following 
resolution  was  duly  made,  seconded,  and  carried: 

RESOLVED,  That  the  Almond  Docket  (CI-Ad-80-1), 
Exhibit  No.  1472 ,  be,  and  it  is  hereby,  approved 
pending  approval  by  the  Secretary  of  Agriculture. 

The  Board  then  considered  a  resolution  to  establish  crop  insurance 
in  250  new  counties  not  previously  approved  by  the  Board  of  Directors. 
It  was  pointed  out  that  these  counties  represented  the  initial  list  of 
expansion  under  the  provisions  of  the  Federal  Crop  Insurance  Act,  as 
amended.   The  crops  being  considered  immediately  were  those  considered 
as  disaster  crops. 

The  Chair  directed  that  a  copy  of  the  list  of  counties  be  marked 
"Exhibit  No.  1473A"  and  be  placed  in  the  Minute  Book.   The  following 
resolution  was  duly  made,  seconded,  and  carried: 
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RESOLVED,  That  it  be,  and  it  is  hereby,  determined  that 
under  the  provisions  of  the  Federal  Crop  Insurance  Act, 
as  amended,  the  counties  on  the  attached  list  of  counties 
marked  Exhibit  No.  1473A  are  counties  approved  by  the 
Board  of  Directors  wherein  crop  insurance  may  be  offered 
on  the  crop(s)  so  indicated;  and 

BE  IT  FURTHER  RESOLVED,  That,  consistent  with  the 
provisions  of  the  Federal  Crop  Insurance  Act,  as  amended, 
the  Manager  be,  and  he  is  hereby,  authorized  to  designate 
from  the  attached  Exhibit  No.  1473A  those  counties  wherein 
the  crop(s)  so  indicated  may  be  insured  beginning  with 
the  1981  crop  year. 

The  Board  next  considered  a  companion  resolution  to  authorize 
additional  crop  programs  in  existing  crop  insurance  counties.   The 
same  priority  for  disaster  crops  is  placed  on  the  additional  crops 
for  the  purposes  of  expansion  under  the  provisions  of  the  Act,  it 
was  pointed  out.   The  Chair  directed  that  a  copy  of  the  list  of 
counties  in  the  previous  resolution  for  new  counties  be  marked 
"Exhibit  No.  1A73B"  and  be  placed  in  the  Minute  Book.   For  purposes 
of  reference,  the  list  in  Exhibit  No.  1473A  and  B  is  the  same,  with 
the  reference  A  for  new  counties  and  B  for  additional  crop  programs 
in  existing  counties. 

The  following  resolution  was  duly  made,  seconded,  and  carried: 

RESOLVED,  That  it  be,  and  it  is  hereby,  determined  that 
under  the  provisions  of  the  Federal  Crop  Insurance  Act, 
as  amended,  the  counties  appearing  on  the  attached  list 
of  counties  marked  Exhibit  No.  1473B  are  counties 
previously  approved  by  the  Board  of  Directors  in  which 
the  respective  crop(s)  so  indicated  may  be  added  as 
insurable  commodities. 

BE  IT  FURTHER  RESOLVED,  That  Che  Manager  of  the  Corpo- 
ration be,  and  he  is  hereby,  authorized  to  offer  crop 
insurance  on  the  crop(s)  and  in  the  counties  so  indicated 
on  the  attached  list  (Exhibit  No.  1473B)  beginning  with 
the  1981  crop  year. 
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The  Chair  then  called  for  the  resolution  listed  next  on  the 
agenda  to  authorize  the  Manager  to  negotiate  and  execute  an  agreement 
with  the  Agricultural  Stabilization  and  Conservation  Service  (ASCS) 
to  provide  certain  services  to  the  Corporation. 

While  the  specific  services  were  not  mentioned,  the  Manager 

explained  that  there  are  some  areas  in  which  close  cooperation 

between  ASCS  and  FCIC  are  necessary  to  effectuate  the  provisions  of 

the  Federal  Crop  Insurance  Act,  as  amended.   The  Chair  directed  that 

a  copy  of  the  resolution  be  marked  "Exhibit  No.  1474"  and  be  placed 

in  the  Minute  Book.   The  following  resolution  was  duly  made,  seconded, 

and  carried: 

RESOLVED,  That  the  Manager  be,  and  he  is  hereby, 
authorized  to  negotiate  and  execute  an  agreement 
with  the  Agricultural  Stabilization  and  Conservation 
Service  (ASCS)  for  certain  services  to  the 
Corporation  for  the  purpose  of  carrying  out  the 
provisions  of  the  Federal  Crop  Insurance  Act,  as 
amended. 

The  final  item  on  the  agenda  was  then  called  for  by  the  Chair, 

that  of  a  request  to  use  the  funds  of  the  Commodity  Credit  Corporation. 

The  Manager  explained  that  the  current  fiscal  position  of  the 

Corporation  is  such  that  monies  available  to  it  are  insufficient  to 

enable  the  Corporation  to  timely  indemnify  insured  producers  for 

losses.   Under  the  provisions  of  Section  516(c)(1)  of  the  Federal 

Crop  Insurance  Act,  as  amended,  the  Corporation  may,  upon  a  majority 

vote  of  its  Board  of  Directors,  request  the  Secretary  of  Agriculture 

to  use  the  funds  of  the  Commodity  Credit  Corporation  to  make  such 

timely  indemnity  payments  to  insured  producers.   It  was  explained 
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that  the  excessively  high  indemnity  payments  resulted  mostly  from  the 

recent  and  widespread  drought.   The  Chair  directed  that  a  copy  of  the 

resolution  be  marked  "Exhibit  No.  1475"  and  be  placed  in  the  Minute 

Book.   The  following  resolution  was  duly  made,  seconded,  and  carried: 

WHEREAS,  The  Board  of  Directors  of  the  Federal  Crop 
Insurance  Corporation  has  determined  that  the  current 
fiscal  position  of  the  Corporation  is  such  that  the 
monies  available  to  it  are  insufficient  to  timely 
indemnify  producers  for  losses,  and 

WHEREAS,  Under  the  provisions  of  Section  516(c)(1)  of  the 
Federal  Crop  Insurance  Act,  as  amended  (7  U.S.C.  1516(c) 
(1)),  the  Corporation  may,  upon  a  majority  vote  of  its 
Board  of  Directors,  request  the  Secretary  of  Agriculture 
to  use  the  funds  of  the  Commodity  Credit  Corporation 
(CCC)  to  make  timely  payment  of  indemnities  to  producers 
for  losses  under  the  Federal  Crop  Insurance  Act,  as 
amended,  now  therefore  be  it 

RESOLVED,  That  the  Secretary  be,  and  he  is  hereby, 
requested  to  use  the  funds  of  the  Commodity  Credit 
Corporation  for  such  purpose. 

There  being  no  further  business  to  come  before  the  Board,  the 

meeting  adjourned  at  1:55  p.m.,  sine  die. 


Adjourn 


Peter  F.  Oi^le,  Secretary 

Federal  Crop  Insurance  Corporation 


October  17,  1980 
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MII-IUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  210-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  October  5-6,  1981. 

Mr.  Lodwick  called  the  meeting  to  order  at  10:15  a.m. 

Directors  present,  constituting  a  quorum  were: 

Seeley  G.  Lodwick 
Melvin  E.  Sims 
Edward  F.  Askew 
E.  Ray  Fosse 
William  H.  Houston 
William  F.  McFarlane 

A  motion  was  made  and  seconded  to  accept  the  Minutes  of  the 
meeting  of  the  Board  held  on  October  17,  1980,  and  place  them  on 
file  in  the  Corporation's  official  Minute  Book  but  not  to  approve 
the  Minutes.   The  motion  carried. 

A  motion  was  made,  seconded,  and  carried  that  the  Financial 
Report  be  received  and  placed  on  file.   (Exhibit  No.  1476.) 

The  Board  concurred  in  the  Memorandum  of  Understanding  between 
Everett  Rank,  Administrator  of  ASCS,  and  Wayne  A.  Fletcher, 
President  of  FCIC,  signed  on  July  24,  1981.   (Exhibit  No.  1477.) 

Director  Frank  Naylor  was  present  from  11:30  to  11:50  a.m. 

The  Board  recessed  for  lunch  at  11:50  a.m. 

At  1:15  p.m.,  Mr.  Sims  assumed  the  Chair  in  the  absence  of 
Mr.  Lodwick. 
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Mr.  Lodwick  assumed  the  Chair  at  2:30  p.m. 

A  motion  was  made  and  seconded  to  approve  the  resolution  to 

amend  the  Bylaws.  The  motion  carried.   (Exhibit  No.  1A78.) 

A  motion  was  so  made  and  seconded  to  rescind  an  action  by  the 

previous  Board  of  Directors.   The  motion  carried.   (Exhibit  No. 
1479.) 

A  motion  was  made  and  seconded  to  ratify  the  following  actions: 

Three  resolutions  authorizing  expansion  of  crop  insurance 
into  new  counties,  or  to  add  crops  to  existing  crop 
insurance  counties — April  1,  1981,  and  May  6,  1981. 
(Exhibit  No.  1480.) 

A  resolution  to  revise  and  reissue  citrus  crop  insurance 
regulations  for  Arizona  and  California  (7  CFR  409) . 
(Exhibit  No.  1481.) 

Amendment  No.  3  to  the  Peanut  Crop  Insurance  Regulations, 
to  provide  a  program  based  on  a  production  guarantee 
rather  than  one  based  on  amounts  of  insurance. 
(Exhibit  No.  1482.) 

Amendment  No.  3  to  the  Barley  Crop  Insurance  Regulations, 
to  provide  authority  for  the  Corporation  to  offer  crop 
insurance  on  winter  (fall-seeded)  barley  in  counties 
where  barley  was  not  insurable,  or  where  spring-seeded 
barley  insurance  only  was  available.   (Exhibit  No.  1483.) 

Approval  of  payment  (or  retention)  of  indemnity  under 
Good  Faith  Reliance  on  Misrepresentation  provisions. 
(Exhibit  No.  1484.) 

1.  Eugene  Adams,  05-119-00106  $43,843 

2.  Charles  B.  Rogers,  21-093-00031  $29,930 

3.  James  M.  Ferguson,  21-093-00033  $67,059 

4.  Tom  Neff,  48-125-00001  $36,036 

5.  Jimmy  Bennett,  48-125-00005  $21,142 

6.  Felix  Ramirez,  48-125-00013  $54,464 

Approval  of  resolution  to  increase  petty  cash  funds  to 
a  limit  of  not  to  exceed  $500  at  NSO  and  Washington 
Office.   (Exhibit  No.  1485.) 
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The  motion  carried. 

The  meeting  recessed  at  3:55  p.m.,  to  reconvene  on  Tuesday, 
October  6,  1981,  at  8:30  a.m. 

The  Chair  called  the  meeting  to  order  at  8:30  a.m.,  on 
Tuesday,  October  6,  1981.   Directors  present  were:   Seeley  G. 
Lodwick,  Melvin  E.  Sims,  Edward  F.  Askew,  E.  Ray  Fosse, 
William  H.  Houston,  and  William  F.  McFarlane,  constituting  a 
quorum. 

It  was  moved  and  seconded  that  the  Good  Faith  Reliance  on 
Misrepresentation  case  (Harvey  DeMars,  38-009-03460,  in  the 
amount  of  $23,581)  be  approved.   (Exhibit  No.  1486.)   The 
motion  carried. 

A  motion  was  made  and  seconded,  to  approve  the  Prevented 
Planting  Docket.   (Exhibit  No.  1487.)   The  motion  carried. 

A  motion  was  made  and  seconded  to  approve  the  memorandum 
on  expansion  philosophies.   (Exhibit  No.  1488.)   The  motion 
carried. 

It  was  moved  and  seconded  to  prepare  a  Docket  on  Debt 
Management  which  would  outline  the  Corporation's  policy  in 
this  area,  to  be  submitted  for  Board  approval  at  a  subsequent 
B6ard  meeting.   The  motion  carried. 

At  12:10  p.m.,  the  Board  recessed  for  lunch. 

The  Chair  called  the  meeting  back  to  order  at  1:15  p.m. 

It  was  moved  and  seconded  to  ratify  the  action  taken  by 
the  Secretary  of  Agriculture  or  his  designee  to  amend  the 
Organization,  Functions,  and  Delegations  of  Authority  document 
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as  issued  by  the  Office  of  the  Secretary  of  Agriculture  to  change 
the  titles  of  the  administrators  of  the  Corporation  from  Manager 
and  Deputy  Manager  to  Chairman  and  President,  respectively.   The 
motion  carried.   (Exhibit  No.  1A89.) 

A  motion  to  adjourn  was  made,  seconded,  and  carried.   The 
Board  adjourned  its  meeting  on  Tuesday,  October  6,  1981,  at  2:35  p. 
to  meet  next  in  Kansas  City,  Missouri,  on  December  2-3,  1981. 


Adjourn 
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Federal  Crop  Insurance  Corporation 


October  5-6,  1981 
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MINUTES 
OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  126,  Federal  Crop  Insurance  Corporation, 
9435  Holmes,  Kansas  City,  Missouri,  on  December  2-3,  1981. 

Mr.  Lodwick  called  the  meeting  to  order  at  8:30  a.m. 

Directors  present,  constituting  a  quorum  of  the  Board,  were: 

Seeley  G.  Lodwick 
Frank  W.  Nay lor,  Jr. 
Melvin  E.  Sims 
Edward  F.  Askew 
E.  Ray  Fosse 
William  H.  Houston 
William  F.  McFarlane 

A  motion  was  made,  seconded,  and  carried  that  the  Financial 
Report  be  received  and  placed  on  file.   (Exhibit  No.  1A90.) 

A  motion  was  made  and  seconded  that  the  short  term  goals  stated 
in  the  Chairman's  Report  be  accepted  subject  to  a  provision  for  mile- 
stones and  elaboration  involving  the  addition  of  a  ninth  goal — trying 
to  get  on  top  of  \DP — to  be  presented  at  the  next  Board  meeting. 
The  motion  carried.   (Exhibit  No.  1491.) 

A  motion  was  made,  and  seconded  to  accept  long  term  goals  in 
principle,  subject  to  review  at  a  later  date  as  they  become  more 
current.   The  motion  carried.   (Exhibit  No.  1491.) 
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The  Board  recessed  for  lunch  at  12:17  p.m. 

The  Chair  called  the  meeting  back  to  order  at  1:18  p.m.   All 

Board  members  were  present  except  Mr.  Naylor. 

A  motion  was  made  and  seconded  to  approve  the  Docket  on 

Dockets.   (Exhibit  No.  1A92.)   The  motion  carried. 

A  motion  was  made  and  seconded  to  adopt  the  resolution  to 

liberalize  use  of  the  representation  fund.   The  motion  carried. 

A  motion  was  made  and  seconded  to  retroactively  approve 

two  expenditures  of  the  representation  fund.   The  motion 

carried.   (Exhibit  No.  1A93.)   Mr.  Sims  abstained  from  both 

discussion  and  voting  on  this  motion. 

At  this  point,  Mr.  Naylor  returned  to  the  meeting. 

A  motion  was  made  by  Mr.  Naylor,  and  seconded,  to  reopen 

discussion  on  the  Docket  on  Dockets  for  the  purpose  of  deleting 

the  second  paragraph  of  B,  1,  Policy,  on  page  2  of  the  docket 

which  read:   "Regulations,  revisions,  or  amendments  thereto, 

relating  to  the  insuring  of  crops  presently  insured  by  the 

Corporation  no  longer  shall  be  submitted  to  the  Board  for  approval 

by  the  Chairman  of  the  Corporation."   The  motion  carried. 

The  meeting  recessed  at  3:15  p.m.,  to  reconvene  at  3:40  p.m. 

in  Executive  Session.   All  Directors  were  present.   The  following 

motion  was  properly  made  and  seconded: 

As  a  matter  of  good  insurance  practice,  it  is  the  concensus 
of  the  Board  that  the  sales  commission  on  both  new  and 
renewal  insurance  business  not  be  advanced  or  paid  until 
the  premium  is  collected.   Due  to  the  circumstances  at  the 
present  time,  the  implementation  of  this  policy  should  be 
deferred  pending  further  review. 
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After  a  thorough  discussion,  the  motion  was  carried.   The 
Executive  Session  recessed  at  5:15  p.m.,  to  reconvene  in  general 
session  on  Wednesday,  December  3,  1981,  at  8:30  a.m. 

The  Chair  called  the  meeting  to  order  at  8:30  a.m.,  on 
Wednesday,  December  3,  1981.   Directors  present  were:   Seeley  G. 
Lodwick,  Melvin  E.  Sims,  Edward  F.  Askew,  E.  Ray  Fosse, 
William  H.  Houston,  and  William  F.  McFarlane,  constituting  a 
quorum. 

At  10:23  a.m.,  the  meeting  recessed. 

At  11:10  a.m.,  the  Chair  called  the  meeting  back  to  order. 

A  motion  was  made  and  seconded  to  approve  the  revised 
Minutes  of  the  meeting  held  October  5-6,  1981.  The  motion 
carried . 

A  motion  was  made  and  seconded  to  approve  the  Debt  Management 
Docket,  with  four  changes  as  follows:  (1)  Item  B,  1,  on  page  2,  1st 
paragraph  changed  to  read,  "...the  Chairman  of  the  Corporation  be 
directed  to  develop  a  program  to  improve...",  (2)  In  second  paragraph, 
eliminate  "...at  the  Chairman's  discretion...",  (3)  On  page  3,  delete 
item  2,  Delegation  of  Authority,  (4)  Renumber  item  3,  item  2.   (Exhibit 
No.  1494.)   The  motion  carried. 

At  12:00  noon,  the  Board  recessed  for  lunch. 

The  Chair  called  the  meeting  back  to  order  at  1:10  p.m. 

Mr.  Naylor  entered  the  meeting  at  1:30  p.m. 
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A  motion  was  made  and  seconded  that  the  Corporation  management 
be  directed  to  notify  all  transferees  and  remaining  policyholders 
with  FCIC  business  that  a  transfer  of  business  is  necessary  and  that 
they  have  the  option  to  change  their  agent  of  record  to  an  approved 
agent  of  their  choice.   A  list  of  agents  will  be  enclosed.   The 
Corporation  should  notify  all  reinsured  companies  and  master 
marketing  agents  and  individual  agents  of  the  letter  which  is  being 
sent  to  each  policyholder  and  that  a  list  of  Corporation  policyholders 
will  be  available  for  reference  through  the  local  ASCS  county  office. 
The  motion  carried. 

A  motion  was  made  and  seconded  to  approve  the  tentative  Board 
meeting  dates  scheduled  for  1982.   The  motion  carried. 

A  motion  to  adjourn  the  general  meeting  was  made,  seconded, 
and  carried.   The  Board  adjourned  its  meeting  on  Wednesday, 
December  3,  1981,  at  2:30  p.m.,  to  meet  again  in  Washington,  D.C., 
on  January  4-5,  1982. 

The  Board  went  into  Executive  Session  at  2:30  p.m.  until 
3:00  p.m.,  December  3,  1981. 
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MINUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  Che  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  201-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  January  4-5,  1982. 

Mr.  Sims  assumed  the  Chair  and  called  the  meeting  to  order  at 
8:A0  a.m. 

Directors  present,  constituting  a  quorum,  were: 

Melvin  E.  Sims 
Edward  F.  Askew 
E.  Ray  Fosse 
William  H.  Houston  III 
William  F.  McFarlane 

There  were  also  present  Arnold  J.  Grunderaan  of  the  Office  of 
General  Counsel,  Gerald  C.  Puppe,  E.  Eugene  Gantz,  Wayne  A.  Fletcher, 
Ray  G.  Hastings,  Peter  F.  Cole,  and  Mrs.  Doris  Gips  of  the  Corporation. 

A  motion  was  made  and  seconded  to  adopt  the  following  resolution: 

RESOLVED,  That  in  the  interest  of  more  effective  organization 
the  positions  of  Vice  President  for  Actuarial  and  Corporate 
Services  and  Vice  President  for  Insurance  Operations  be,  and 
they  are  hereby,  created. 

'T'he  motion  carried.   (Exhibit  No.  1495.) 

A  motion  was  made  and  seconded  to  adopt  the  following  resolution: 

RESOLVED,  That  it  be,  and  it  is  hereby  determined,  that  under 
the  provisions  of  the  Federal  Crop  Insurance  Act,  as  amended, 
the  list  of  counties  attached  as  Exhibit  No.  1496,  are  counties 
in  which  soybean  crop  insurance  may  be  offered,  AND 


Meeting 
Jan.  4-5 


Meeting 
called  to 
order 

Present 


Vice 

President 

positions 


Soybean 
expansion 


..i^- 


198 


BE  IT  FURTHER  RESOLVED,  That  the  Chairman  of  the  Corporation  be, 
and  he  is  hereby,  authorized  to  offer  such  soybean  crop 
insurance  in  those  counties  approved  by  the  Board  as  he  may 
designate,  effective  with  the  1982  crop  year. 

The  motion  carried.   (Exhibit  No.  1A96.) 

A  motion  was  made  and  seconded  to  go  into  closed  session  beginning 

at  9:30  a.m.  until  1:00  p.m.   The  motion  carried. 

Mr.  Naylor  arrived  at  9:40  a.m. 

Mr.  Lodwick.  arrived  at  10:02  a.m.,  and  assumed  the  Chair. 

A  motion  was  made  and  seconded  to  adopt  the  following  resolution: 

RESOLVED,  That  the  Federal  Crop  Insurance  Corporation  be,  and 
it  is  hereby  authorized,  to  recommend  to  the  Secretary  of 

Agriculture  that  he  request  the  Secretary  of  the  Treasury  to 

subscribe  to  and  pay  for  Capital  Stock  of  the  Corporation  in 

the  amount  of  $250,000,000,  as  provided  in  Section  50A  of  the 
Federal  Crop  Insurance  Act,  as  amended,  and  Pub.L.  97-103,  dated 
December  23,  1981,  AND 

BE  IT  FURTHER  RESOLVED,  That  the  Secretary  of  the  Corporation 
be,  and  he  is  hereby  authorized,  upon  subscription  to  such 
Capital  Stock  and  payment  in  the  amount  of  $250,000,000  to  the 
Corporation,  to  issue  for  and  on  behalf  of  the  Corporation,  to 
the  Secretary  of  the  Treasury,  receipts  for  payment  as  evidence 
of  ownership  of  the  Capital  Stock  of  the  Corporation  in  an 
amount  equal  to  the  funds  so  paid  to  the  Corporation. 

The  motion  carried.   (Exhibit  No.  1497.) 
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Mr.  Lodwick  and  Mr.  Naylor  left  the  meeting  at  10:20  a.m. 
Mr.  Sims  assumed  the  Chair. 

Secretary  of  Agriculture  John  Block,  Mr.  Lodwick,  and 
Mr.  Naylor  arrived  at  11:20  a.m. 

A  motion  was  made,  seconded,  and  carried  that  the  Board  go  into 
Executive  Session,  with  only  Secretary  Block  and  the  members  of  the 
Board  of  Directors  attending,  beginning  at  11:20  a.m.   All  Directors 
were  present. 
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Mr.  Lodwick  assumed  the  Chair  and  reconvened  the  meeting  at 
1:15  p.m.   All  Board  members  were  present  except  Mr.  Naylor.   Also 
present  were  Mr.  Grundeman  of  OGC,  and  Messrs.  Hastings,  Cole,  Puppe, 
Gantz,  and  Mrs.  Gips  of  the  Corporation.   Mr.  Smokey  Stokes  of  the 
Chamber  of  Commerce  of  the  United  States,  and  Mr.  Larry  Rosenstein, 
attorney  for  the  National  Association  of  Crop  Insurance  Agents 
(NACIA)  were  present  to  observe. 

A  motion  was  made  and  seconded  to  receive  the  Chairman's 
Report,  which  included  the  Financial  Report.   The  motion  carried. 
(Exhibit  No.  1498.) 

Mr.  Fletcher  arrived  at  1:20  p.m. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  5  to 
the  Peanut  Crop  Insurance  Regulations.   The  motion  carried. 
(Exhibit  No.  1A99.) 

Mr.  Stokes  left  at  1:A0  p.m. 

Mr.  Lodwick  left  at  1:55  p.m.   Mr.  Sims  assumed  the  Chair. 

A  motion  was  made  and  seconded  to  receive  the  President's 
Report.   The  motion  carried.   (Exhibit  No.  1500.) 

Mr.  Naylor  arrived  at  2:45  p.m. 

Mr.  Fletcher  left  at  2:50  p.m.  and  returned  at  3:00  p.m. 

Mr.  George  Hoffman,  Economic  Research  Service,  arrived  at 
3:00  p.m.,  to  make  a  presentation  to  the  members  on  "Economic 
Outlook  for  Farmers."  Mr.  Hoffman  spoke  until  4:00  p.m. 

Mr.  Naylor  left  at  3:06  p.m.  and  returned  at  3:48  p.m. 

Mr.  Sims  left  at  3:20  p.m.  and  returned  at  3:30  p.m. 
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Mr.  Naylor  requested  that  the  Minutes  of  the  meeting  of  the 
Board  meeting  of  December  3-A,  198:i.,  be  amended  on  page  2,  to 
reflect  his  absence  during  action  on  the  Docket  on  Dockets  and  the 
Representation  Fund. 

A  motion  was  made  and  seconded  that  the  Minutes  be  approved 
as  amended.   The  motion  carried. 

Mr.  Naylor  left  the  meeting  at  4:20  p.m. 

The  meeting  recessed  at  A:42  p.m.,  to  meet  again  at  8:30  a.m., 
on  Tuesday,  January  5,  1982. 

Mr.  Sims  assumed  the  Chair  and  called  the  meeting  to  order  at 
8:30  a.m.,  on  Tuesday,  January  5,  1982.   All  Directors  were  present 
except  Mr.  Lodwick  and  Mr.  Naylor.   Also  present  were  Messrs.  Cole, 
Hastings,  Puppe,  Gantz,  Grundeman,  and  Mrs.  Gips. 

Mr.  Lodwick  arrived  at  9:35  a.m.  and  left  at  9:37  a.m. 
Mr.  Lodwick  returned  at  10:02  a.m.,  and  assumed  the  Chair. 
Secretary  of  Agriculture  John  Block  arrived  at  10:13  a.m. 
A  motion  was  made  and  seconded  to  go  into  Executive  Session 
at  10:15  a.m.   The  motion  carried.   Secretary  Block  and  the 
members  of  the  Board  remained  in  Executive  Session  until  10:37  a.m. 

Mr.  Lodwick  assumed  the  Chair  and  reconvened  the  meeting  at 
10:37  a.m. 

A  motion  was  made  and  seconded  to  amend  the  indented  paragraphs 
in  the  Discussion  Item  accompanying  Board  Memorandum  No.  28,  to 
read  as  follows: 
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Under  the  provisions  of  your  contract,  FCIC  may  advance  against 
commissions.   The  Board  of  Directors  has  determined  that  no 
advances  against  commissions  will  be  issued  for  the  1983  crop 
year.   Commissions  will  be  paid  only  after  the  premium  is 
collected  in  full  and  the  commission  earned  under  the  terms  of 
the  contract. 


Beginning  with  the  1983  crop  year,  the  earliest  year  we  can 
implement  such  a  change,  the  billing  date  for  spring-seeded  crops 
will  be  September  1,  and  the  billing  date  for  fall-seeded  crops 
will  be  June  1.   Billing  dates  for  other  crops  will  be  at  the 
discretion  of  the  Chairman.   This  early  premium  payment  incentive 
should  lessen  the  financial  impact  on  agents  and  agencies. 

The  motion  carried. 

A  motion  was  made  and  seconded  to  approve  the  Proposed  Debt 

Management  Regulations  after  first  amending  Board  Memorandum  No.  28, 

in  the  third  paragraph,  to  read  as  follows: 

In  order  to  conform  with  the  Administration's  debt  management 
practice  improvement  plan,  FCIC  is  proposing  to  institute  a 
two-part  plan,  contained  in  the  Debt  Management  Regulations, 
to  (1)  move  the  premium  billing  date  earlier  to  provide  that, 
for  the  fall-seeded  crops,  the  first  billing  will  be  dated 
not  before  June  1,  and  for  the  spring-seeded  crops,  dated  not 
before  September  1.   If  the  premium  is  paid  within  30  days 
from  the  first  billing  date,  no  interest  will  be  charged; 
otherwise  interest  will  accrue  in  the  amount  of  1-1/2%  simple 
interest  per  month  or  any  part  thereof,  starting  with  the 
final  acreage  reporting  date,  and  (2)  effective  with  the  1983 
crop  year,  a  commission  will  be  paid  to  agents  only  after  the 
premium  is  collected  in  full  on  a  contract-by-contract  basis. 
FCIC  will  follow  previously  established  practices  in  the  payment 
of  agents'  commissions  on  crops  seeded  in  the  fall  of  1981 
(1982  crop  year) .   Effective  with  the  spring-seeded  crops  for 
the  1982  crop  year,  50%  of  anticipated  agents'  commission 
will  be  paid  when  the  acreage  reports  are  processed,  an  addi- 
tional 40%  will  be  paid  when  the  premium  is  collected  in  full, 
and  the  remaining  10%  will  be  paid  when  the  final  settlement  of 
the  agent's  account  is  made. 

The  motion  carried.   Board  member  William  H.  Houston  III 

registered  a  "negative"  vote.   (Exhibit  No.  1501.) 
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A  motion  was  made  and  seconded  to  approve  the  Proposed  General 

Amendment  -  Various  (Crop  Insurance  Policies)  after  first  amending 

Board  Memorandum  No.  31  in  the  three  indented  paragraphs,  to  read 

as  follows: 

For  the  1983  and  succeeding  crop  years,  unpaid  premiums  will 
bear  an  interest  rate  in  the  amount  of  1-1/2  percent  simple 
interest  per  month,  or  any  part  thereof. 

Interest  will  commence  with  the  latest  acreage  reporting  date 
for  the  crop  in  the  county. 

Premium  statements  will  provide  that  if  payment  is  received  by 
the  Corporation  within  30  days  from  the  date  of  the  first  billing, 
no  interest  will  be  charged;  thereafter,  the  principal  amount  of 
the  unpaid  premium  plus  the  accrued  interest  will  be  due.   For 
the  fall-seeded  crops,  the  first  billing  date  will  be  not  before 
June  1,  and  for  spring-seeded  crops,  not  before  September  1. 
Billing  dates  for  other  crops  will  be  at  the  discretion  of  the 
Chairman. 

The  motion  carried.   (Exhibit  No.  1502.) 

A  motion  was  made  and  seconded  to  approve  the  Individual  Yield 
Coverage  Plan  Docket  (CI-IYCP-82-1) ,  subject  to  approval  by  the  Office 
of  General  Counsel.   The  motion  carried.   (Exhibit  No.  1503.) 

The  meeting  recessed  at  11:58  a.m.,  for  lunch,  reconvening  at 
1:10  p.m.   All  Board  members  were  present  except  Mr.  Naylor  and 
Mr.  Askew.   Also  present  were  Messrs.  Fletcher,  Gantz,  Puppe, 
Hastings,  Grundeman,  Cole,  and  Mrs.  Gips. 

Mr.  Lodwick  assumed  the  Chair. 

Mr.  Askew  joined  the  meeting  at  1:19  p.m. 

Mr.  Lodwick  left  the  meeting  at  1:35  p.m.   Mr.  Sims  assumed 
the  Chair. 

Mr.  Houston  left  the  meeting  at  1:37  p.m. 
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A  motion  was  made  and  seconded  to  approve  the  Individual  Yield 
Coverage  Plan  Regulations  (7  CFR  A00.2),  subject  to  the  approval  of 
the  Office  of  General  Counsel.   The  motion  carried.   (Exhibit 
No.  1504.) 

Mr.  Houston  returned  to  the  meeting  at  1:A0  p.m.,  following 
the  lYCP  motion  approval. 

A  motion  was  made  and  seconded  to  approve  the  following 

resolution  submitted  as  part  of  Board  Memorandum  No.  20  at  the 

meeting  of  the  Board  of  Director  on  December  2-3,  1981,  in  Kansas 

City,  Missouri,  but  received  no  action  at  that  time: 

RESOLVED,  That  the  producer/insured  has  the  privilege  of 
appealing  his  grievance  to  the  Board  of  Directors  after 
all  internal  appeal  processes  have  been  exhausted.   The 
Board  will  determine  the  manner  and  format  of  the  appeals 
processes  occurring  before  the  Board  of  Directors. 

The  motion  carried.   (Exhibit  No.  1505.) 

There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  2:00  p.m.,  on  January  5,  1982,  to  meet  again 
at  8:30  a.m.,  on  February  3-4,  1982. 


Peter  F.  Cole,  Secretary 
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MINUTES  OF  EXECUTIVE  SESSION,  MONDAY,  JANUARY  4,  1982 

Meeting  convened  at  11:20  a.m.   All  Directors  were  present. 

Secretary  John  Block  also  joined  the  meeting. 

The  Secretary  left  the  meeting  at  11:45  a.m. 

The  following  motion  was  made  and  seconded: 

RESOLVED,  That  the  Federal  Crop  Insurance  Corporation 
follow  the  previously  established  practices  in  the 
payment  of  commissions  to  agents  on  the  crops  seeded 
in  the  fall  of  1981  (1982  crop  year) . 

The  motion  carried.   Director  Naylor  requested  that  his  negative 

vote  be  recorded. 

The  following  motion  was  made  and  seconded: 

RESOLVED,  That  a  new  premium  billing  and  collection  policy 
be  implemented  for  the  1983  crop  year  and  that  commissions 
to  agents  be  paid  only  after  the  premium  is  collected  in 
full  on  a  contract-by-contract  basis,  AND 

BE  IT  ALSO  RESOLVED,  That  for  the  1982  crop  year,  the 
summary  of  insurance  protection  report  be  changed  so 
that  it  will  also  serve  as  a  statement  of  premium  due, 

AND 

BE  IT  FURTHER  RESOLVED,  That  on  spring-seeded  crops  for 
the  1982  crop  year,  fifty  percent  (50%)  of  the  anticipated 
agents'  commissions  will  be  paid  when  the  acreage  reports 
are  processed,  an  additional  forty  percent  (40%)  will  be 
paid  when  the  premium  is  collected  in  full,  and  the 
remaining  ten  percent  (10%)  will  be  paid  when  the  final 
settlement  of  the  agent's  account  is  made. 

The  motion  carried. 

The  Executive  Session  adjourned  at  12:10  p.m.,  on  Monday, 

January  4,  1982,  and  the  members  recessed  for  lunch  at  that  time. 
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MINUTES  OF  EXECUTIVE  SESSION,  TUESDAY,  JANUARY  5,  1982 

Meeting  convened  at  1:15  a.m.   All  Directors  were  present  except 
Mr.  Naylor.   Secretary  John  Block  also  joined  the  meeting. 
A  discussion  was  held  but  no  action  was  taken. 
Meeting  adjourned  to  the  open  session  at  10:37  a.m. 
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L  AW    OFFICES 


LUND  LEVIN  8  O'BRIEN 


CAFRITZ    BUILDING 
1625    EYE    STREET,  NW. 

WASHINGTON.  D C  2  000  6 

telephone:    202    331-1377 
cable  address   lundlevin 


June  9,  198  2 


Mr.  Merritt  Sprague 

Manager 

Federal  Crop  Insurance  Corporation 

U.  S.  Department  of  Agriculture 

South  Building,  Room  4096 

Washington,  D.  C.  20250 


Dear  Mr.  Sprague: 

Thank  you  for  your  prompt  response  to  my  Freedom 
of  Information  Act  request  of  May  24,  198  2,  which  I 
received  today.   With  respect  to  the  materials  you  pro- 
vided me,  I  would  like  to  call  one  matter  of  personal 
concern  to  your  attention. 

The  Board's  Minutes  correctly  show  that  I  attended  its 
meeting  on  January  4,  1982,  at  1:15  p.m.   However,  the 
minutes  do  not  show  that  I  absented  myself  during  Mr.  George 
Hoffman's  presentation  on  "Economic  Outlook  for  Farmers". 
I  intentionally  left  the  meeting  because  of  a  concern  that 
Mr.  Hoffman's  presentation  might  include  non-public 
financial  or  economic  information  or  projections  to  which 
I  should  not  be  privy.   Accordingly,  I  wish  to  note  my 
absence  for  the  public  record. 

Sincerely,  ^ — ^ 


Larry  M.  Rosenstein 
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MINUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  TKE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  201-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  February  3-A,  1982. 

Mr.  Sims  assumed  the  Chair  and  called  the  meeting  to  order  at 
9:00  a.m. 

Directors  present,  constituting  a  quorum  were: 

Melvin  E.  Sims 
Edward  F.  Askew 
E.  Ray  Fosse 
William  H.  Houston  III 
William  F.  McFarlane 

There  were  also  present  Arnold  J.  Grundeman  of  the  Office  of 
General  Counsel,  Wayne  A.  Fletcher,  Andrew  Mair,  Ronald  McAdoo, 
E.  Eugene  Gantz,  Gerald  C.  Puppe,  Ray  G.  Hastings,  Peter  F.  Cole, 
and  Mrs.  Doris  Gips  of  the  Corporation. 

A  motion  was  made  and  seconded  to  approve  the  Minutes  of  the 
meeting  of  the  Board  of  Directors  held  on  January  A-5,  1982. 
Mr.  Houston  requested  that  the  Minutes  be  amended  to  reflect  his 
negative  vote  on  the  Debt  Management  Regulations.   The  Minutes 
were  approved  as  amended. 

Mr.  Lodwick  arrived  at  9:15  a.m.,  and  assumed  the  Chair. 

A  motion  was  made  and  seconded  to  receive  the  Chairman's  Report, 
which  included  the  Financial  Report.   The  motion  carried. 
(Exhibit  No.  1506.) 
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A  motion  was  made  and  seconded  to  receive  the  President's  Report. 
The  motion  carried.   (Exhibit  No.  1507.) 

Mr.  Naylor  arrived  at  10:07  a.m. 

Mr.  Lodwlck  left  at  10:29  a.m. 

Mr.  Naylor  and  Mr.  Houston  left  at  10:30  a.m. 

Secretary  Block,  Mr.  Lodwick,  Mr.  Naylor,  and  Mr.  Houston  arrived 
at  10:40  a.m. 

Mr.  Naylor  left  at  10:A5  a.m. 

Secretary  Block  left  at  10:59  a.m. 

The  meeting  recessed  at  11:55  a.m.,  and  reconvened  at  1:07  p.m. 
All  Board  members  were  present  except  Mr.  Naylor. 

Mr.  Naylor  arrived  at  1:52  p.m. 

Mr.  Lodwick  left  at  1:55  p.m.,  and  returned  at  2:04  p.m. 

Mr.  Lodwick  left  at  2:25  p.m. 

The  meeting  recessed  at  2:45  p.m.,  and  reconvened  at  2:57  p.m. 
All  members  were  present  except  Mr.  Naylor. 

A  motion  was  made  and  seconded  to  approve  the  Appeal  Procedure 
Docket.   A  substitute  motion  was  made  and  seconded  to  withdraw  the 
motion  to  approve  the  Appeal  Procedure  Docket.   The  motion  to 
withdraw  carried. 

A  motion  was  made  and  seconded  to  approve  the  resolution  in 
Board  Memorandum  No.  40,  with  amended  language,  as  follows: 
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RESOLVED,  That  the  counties  listed  on  Exhibit  No.  1508  are 
counties  wherein  the  Corporation  is  authorized  to  offer 
crop  insurance  on  the  crops  so  named,  AND 

BE  IT  FURTHER  RESOLVED,  That  the  Chairman  of  the  Corporation 
be,  and  he  is  hereby,  authorized  to  offer  crop  insurance  on 
such  crops  in  such  counties  approved  by  the  Board  of  Directors 
at  his  discretion,  AND 

BE  IT  FURTHER  RESOLVED,  That  this  action  be  effective  retro- 
actively to  the  date  the  actuarial  material  was  first  filed 
on  these  counties. 

The  motion  carried. 

A  motion  was  made  and  seconded  to  amend  the  regulations  for  insur- 
ing wheat,  barley,  flax,  combined  crops,  oats,  and  rye,  subject  to 
approval  for  legal  sufficiency,  to  include  a  provision  making  fire 
coverage  excess  to  other  fire  coverage,  similar  to  the  corresponding 
provision  in  tobacco  policies. 

Mr.  Lodwick  left  at  4:06  p.m.,  and  returned  at  4:35  p.m. 

A  motion  was  made  and  seconded  to  approve  the  proposed 
Amendment  No.  1  to  the  Texas  Citrus  Crop  Insurance  Regulations,  after 
amending  the  provision  on  interest  rates  to  be  charged  for  premium 
balances  owed  to  the  Corporation.   The  motion  carried.   (Exhibit 
No.  1509.) 

The  meeting  recessed  at  5:30  p.m.,  to  reconvene  at  8:30  a.m.,  on 
Thursday,  February  5,  1982. 

Mr.  Lodwick  assumed  the  Chair  and  called  the  meeting  to  order  at 
8:30  a.m.   All  Board  members  were  present  except  Mr.  Naylor. 

Mr.  Everett  Rank,  Administrator,  Agricultural  Stabilization  and 
Conservation  Service  (ASCS)  arrived  at  8:45  a.m.,  and  spoke  to  the 
Board  of  Directors  on  elements  of  the  Farm  Program  until  9:00  a.m. 
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Mr.  Lodwick  left  at  8:45  a.m.,  and  returned  at  8:58  a.m. 

At  9:26  a.m.,  a  motion  was  made  and  seconded  that  the  Board 
go  into  Executive  Session.   The  motion  carried.   The  Executive 
Session  ended  at  10:03  a.m. 

A  motion  was  made  and  seconded  to  approve  the  Agency  Sales  and 
Service  Agreement  and  Appendix  II  to  the  agreement,  subject  to  amend- 
ment as  outlined  in  the  following  resolution: 

RESOLVED,  That  the  Agency  Sales  and  Service  Agreement  be  revised 
according  to  Board  Memorandum  No.  38,  except  that  paragraph  2  be 
amended  as  follows: 

No  change  from  the  present  agreement  will  be  made  in 
paragraphs  1  and  2  and  the  following  words  will  be 
added  to  the  ending  of  paragraph  3:  "...and  all  other 
provisions  of  this  agreement  are  performed  to  the 
satisfaction  of  the  Corporation." 

Paragraph  4  of  Board  Memorandum  No.  38,  dealing  with  the  repro- 
duction of  materials  be  deleted  in  its  entirety. 

The  motion  carried  on  the  basis  that  a  hard  copy  of  the  contract 
be  provided  to  the  Board  of  Directors  for  their  final  inspection  and 
concurrence.   Mr.  Fosse  abstained  from  voting.   (Exhibit  No.  1510.) 

Mr.  Houston  left  at  10:15  a.m.,  and  returned  at  10:40  a.m. 

A  meeting  of  the  Board  of  Directors  was  scheduled  for  March  9-10, 
1982,  in  Washington,  D.C. 

The  Chair  reopened  discussion  on  the  motion  to  amend  the  regula- 
tions for  insuring  wheat,  barley,  flax,  combined  crops,  oats,  and 
rye,  to  include  a  provision  on  notice  of  probable  loss  in  addition 
to  the  provision  making  fire  coverage  excess. 

The  motion  carried.   (Exhibit  No.  1511.) 


Agency  Sales 
and  Service 
Agreement 


Meeting 
scheduled  for 
March  9-10 


Probable  Loss 
Provision 


211 


A  motion  was  made  and  seconded  that  the  staff  of  the  Corporation 
be  directed  to  incorporate  the  notice  of  probable  loss  provision  in 
other  crop  insurance  policies  as  they  come  up  for  revision.   The 
motion  carried. 

Mr.  Askew  left  at  10:55  a.m.,  and  returned  at  11:00  a.m. 

Mr.  Houston  left  at  11:42  a.m.,  and  returned  at  11:53  a.m. 

A  motion  was  made  and  seconded  to  adjourn  the  meeting  at 
12:36  p.m.   The  motion  carried. 

The  meeting  adjourned  at  12:36  p.m.,  to  reconvene  at  8:30  a.m., 
on  March  9-10,  1982. 


Meeting 
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Peter  F.  Cole,  Secretary 

Federal  Crop  Insurance  Corporation 


February  3-A,  1982 
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MINUTES  OF  TELEPHONE  CONFERENCE  CALL  MEETING,  FRIDAY,  FEBRUARY  12,  1982 


A  telephone  conference  call  meeting  was  conducted  at  9:50  a.m., 

Friday,  February  12,  1982,  in  which  the  following  members  of  the  Board 

of  Directors  participated: 

Seeley  G.  Lodwick 
Melvin  E.  Sims 
E.  Ray  Fosse 
William  H.  Houston  III 
William  F.  McFarlane 

It  was  moved  and  seconded  that  the  resolution  adopted  by  the 
Board  of  Directors  at  the  February  4-5,  1982,  meeting,  and  mailed  to 
each  Director,  to  approve  the  Agency  Sales  and  Service  Agreement,  as 
amended,  accurately  expresses  the  intent  of  the  Board  of  Directors 
regarding  the  Agency  Sales  and  Service  Agreement.   The  motion 
carried. 

Mr.  Fosse  abstained  from  voting  to  avoid  any  appearance  of 
conflict  of  interest. 

The  conference  call  meeting  adjounred  at  9:58  a.m.,  Friday, 
February  12,  1982. 
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MINUTES 
OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 


A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  201-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  March  9-10,  1982. 

Mr.  Lodwick  assumed  the  Chair  and  called  the  meeting  to  order  at 
8:36  a.m. 

Directors  present,  constituting  a  quorum  were: 

Seeley  G.  Lodwick 
Melvin  E.  Sims 
Edward  F.  Askew 
William  H.  Houston  III 
William  F.  McFarlane 

There  were  also  present  Arnold  J.  Grundeman  of  the  Office  of 
General  Counsel,  Andrew  Mair,  Ray  G.  Hastings,  Gerald  C.  Puppe, 
Wayne  A.  Fletcher,  Alan  Walter,  Peter  F.  Cole,  and  Mrs.  Doris  Gips 
of  the  Corporation. 

Mr.  Fosse  requested  in  correspondence  that  the  language  of  a 
motion  explaining  the  addition  of  fire  coverage  be  further  clarified 
to  state,  "...to  include  a  provision  making  fire  coverage  excess  to 
other  fire  coverage,  similar  to  the  corresponding  provision  in 
tobacco  policies."   A  motion  was  made  a  seconded  to  approve  the 
amended  Minutes  of  the  meeting  of  the  Board  of  Directors  held  on 
February  3-A,  1982.   The  Minutes  were  approved  as  amended. 


Meeting 
Mar.  9-10 


Meet  ing 
called  to 
order 

Present 


Minutes 
accepted 


214 


A  motion  was  made  and  seconded  to  receive  the  Chairman's  Report 
which  included  the  Financial  Report.   The  motion  carried.   (Exhibit 
No.  1512.) 

A  motion  was  made  and  seconded  to  receive  the  President's 
Report.   The  motion  carried.   (Exhibit  No.  1513.) 

Mr.  Glenn  Haney,  from  Acting  Assistant  Secretary  Schrote's 
office,  arrived  at  9:36  a.m. 

The  meeting  recessed  at  10:30  a.m.,  to  reconvene  at  10:40  a.m. 
in  Executive  Session  until  11:15  a.m.   A  quorum  was  present. 

Open  session  resumed  at  11:15  a.m. 

A  motion  was  made  and  seconded  to  approve  the  Tree  Insurance 
Docket  (CI-TI-82-2)  for  submission  to  the  Secretary  of  Agriculture 
for  approval.   The  motion  carried.   (Exhibit  No.  151A.) 

Mr.  Lodwick  left  at  11:30  a.m. 

Mr.  Everett  Rank,  Administrator  of  ASCS ,  arrived  at  11:35  a.m. 

The  meeting  recessed  for  lunch  at  11:39  a.m.,  to  reconvene  at 
1:00  p.m. 

The  meeting  reconvened  at  1:04  p.m.   A  quorum  was  present. 

The  meeting  recessed  at  2:11  p.m.,  to  reconvene  at  2:26  p.m. 
A  quorum  was  present. 

A  motion  was  made  and  seconded  to  recess  at  4:36  p.m.,  to 
reconvene  at  8:30  a.m.,  Wednesday,  March  10,  1982.  The  motion 
carried. 

Mr.  Sims  assumed  the  Chair  and  called  the  meeting  to  order  at 
9:05  a.m. 

Mrs.  Rosina  Bullington  of  the  Office  of  General  Counsel  was 
present. 
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Secretary  Block  arrived  at  9:40  a.m.,  and  left  at  9:51  a.m. 

Mr.  Lodwick  arrived  at  10:23  a.m.,  and  assumed  the  Chair. 

Mr.  Grundeman  arrived  at  11:13  a.m.,  and  Mrs.  Bullington  left. 

A  motion  was  made  and  seconded  to  adjourn  the  meeting  at 
11:55  a.m.   The  motion  carried. 

The  meeting  adjourned  at  11:55  a.m.,  to  reconvene  at  8:30  a.m. 
on  April  7,  1982. 
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MINUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 


A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  201-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  April  7,  1982. 

Mr.  Naylor  assumed  the  Chair  and  called  the  meeting  to  order  at 
9:0A  a.m. 

Directors  present,  constituting  a  quorum  were: 

Frank  W.  Naylor,  Jr. 
Edward  F.  Askew 
E.  Ray  Fosse 
William  H.  Houston  III 
William  F.  McFarlane 

There  were  also  present  Merritt  W.  Sprague,  Chairman  designate 
of  the  Federal  Crop  Insurance  Corporation;  Ruth  Reister,  Deputy  Under 
Secretary  for  Small  Community  and  Rural  Development;  Katherine  C. 
Sabel  and  Walter  Bunch,  Special  Assistants  to  Under  Secretary 
Frank  W.  Naylor,  Jr.;  John  Lindley,  State  Director  at  Large,  Farmers 
Home  Administration;  James  Johnson,  Special  Assistant  to  the  Secretary 
of  Agriculture;  James  Hinchman  and  Arnold  J.  Grundeman  of  the  Office 
of  General  Counsel;  George  F.  Vohs,  Peter  F.  Cole,  and  Mrs.  Doris  Gips 
of  the  Corporation. 

A  motion  was  made  and  seconded  to  approve  the  Minutes  of  the 
meeting  of  the  Board  of  Directors  held  on  March  9-10,  1982.   The 
motion  carried. 
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A  motion  was  made  and  seconded  to  accept  the  Chairman's  Report, 
to  be  filed  as  a  concluding  report.   The  motion  carried.   (Exhibit 
No.  1515.) 

A  motion  was  made  and  seconded  to  go  into  Executive  Session  at 
9:07  a.m.  The  motion  carried.   Executive  Session  concluded  at 
11:05  a.m. 

The  meeting  reconvened  as  an  open  meeting  at  11:15  a.m.   A 
statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  payment  of  a  soybean 
loss  under  the  Good  Faith  Reliance  on  Misrepresentation  provisions 
for  contract  No.  05-017-01705.   The  motion  carried.   (Exhibit 
No.  1516.) 

A  motion  was  made  and  seconded  to  approve  an  additional 
indemnity  payment  for  contract  No.  31-105-01353  under  the  Good 
Faith  Reliance  on  Misrepresentation  provisions.   The  motion 
carried.   (Exhibit  No.  1517.) 

A  motion  was  made  and  seconded  to  approve  new  counties  for 
wheat  and  barley.   The  motion  carried.   (Exhibit  No.  1518.) 

A  motion  was  made  and  seconded  to  approve  a  discretionary  pilot 
program  to  use  collection  agencies  or  credit  bureaus  to  collect 
past-due  accounts  receivable.   The  motion  carried.   (Exhibit 
No.  1519.) 

The  meeting  recessed  at  11:45  a.m.,  to  reconvene  at  1:15  p.m. 

Mr.  Naylor  assumed  the  Chair  and  called  the  meeting  to  order 
at  1:30  p.m.   A  statutory  quorum  was  present. 
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There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  3:05  p.m.,  sine  dine. 
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Peter  F.  Cole,  Secretary 


April  7,  1982 
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BOARD  OF  DIRECTORS  -  FEDERAL  CROP  INSURANCE  CORPORATION 

MINUTES  OF  TELEPHONE  CONFERENCE  CALL  -  WEDNESDAY,  APRIL  14,  1982 

A  telephone  conference  call  meeting  of  the  Board  of  Directors 

of  the  Federal  Crop  Insurance  Corporation  was  held  on  Wednesday, 

April  14,  1982,  at  12:00  noon.   Mr.  Naylor  called  the  meeting  to 

order  at  12:00  noon.   Directors  present,  constituting  a  statutory 

quorum,  were: 

Frank.  W.  Naylor,  Jr. 
Edward  F.  Askew 
William  H.  Houston  III 
William  F.  McFarlane 
E.  Ray  Fosse 
Merritt  W.  Sprague 

There  were  also  present  Catherine  C.  Sabel,  Special  Assistant 
to  Under  Secretary  Frank  W,  Naylor,  Jr.;  James  Johnson,  Special 
Assistant  to  the  Secretary  of  Agriculture;  James  Hinchman  and 
Arnold  Grundeman  of  the  Office  of  General  Counsel. 

A  motion  was  made  and  seconded  to  approve  the  revised 
Reinsurance  Agreement.   The  motion  carried.   (Exhibit  No.  1520.) 

Mr.  Fosse  abstained  from  voting. 

There  being  no  further  business  to  come  before  the  Board, 
the  meeting  adjourned  at  12:30  p.m.,  sine  die. 
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Rl.s^5.Ii£112.N 

RESOLVED,  That  Section  5(d)  of  all  crop  insurance  policies 
issued  by  the  Federal  Crop  Insurance  Corporation,  such  section 
prescribing  the  interest  rate  to  be  charged  on  any  unpaid  premium 
balance,  be,  and  it  is  hereby  amended  to  read  as  follows: 

"(d)  Interest  will  accrue  at  the  rate  of  one  and  a  half 
percent  (1-1/2%)  simple  interest  per  calendar  month,  or 
any  part  thereof,  on  any  unpaid  premium  balance  starting 
on  the  first  day  of  the  month  following  the  date  of  the 
first  premium  billing." 
AND  BE  IT  FURTHER 

RESOLVED,  That  such  amendment  be,  and  it  is  hereby  effective 
for  the  1983  crop  year  on  all  crop  insurance  policies  issued  by 
the  Corporation  and  published  under  established  procedures  in 
the  FEDERAL  REGISTER. 


Approved  by  the  Board  of  Directors  on   ^^-  " 


Peter  F.  Cole 

Secretary 

Federal  Crop  Insurance  Corporation 


221 


MINUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 


A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  was  held  in  Room  201-W,  Administration  Building,  U.S. 
Department  of  Agriculture,  Washington,  D.C.,  on  May  11,  1982. 

Mr.  Nay lor  assumed  the  Chair  and  called  the  meeting  to  order  at 
9:02  a.m. 

Present  were:   Frank  W.  Naylor,  Jr. ,  Under  Secretary  for  Small 
Community  and  Rural  Development;  Merritt  W.  Sprague,  Manager,  FCIC; 
Edward  F.  Askew;  E.  Ray  Fosse;  William  F.  McFarlane;  Seeley  G. 
Lodwick,  Under  Secretary  for  International  Affairs  and  Commodity 
Programs;  Ruth  Reister,  Deputy  Under  Secretary  for  Small  Community 
and  Rural  Development;  Katherine  C.  Sabel,  Special  Assistant  to 
Under  Secretary  Frank  W.  Naylor,  Jr.;  James  Hinchman  and  Arnold  J. 
Grundeman  of  the  Office  of  General  Counsel;  Dean  W.  Mitchell, 
David  Winningham,  Peter  F.  Cole,  and  Mrs.  Doris  Gips  of  the 
Corporation.   A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  the  Minutes  of  the 
meeting  of  the  Board  of  Directors  held  on  April  7,  1982.   The  motion 
carried. 

A  motion  was  made  and  seconded  that  the  Board  go  into  Executive 
Session  at  9:05  a.m.  for  the  presentation  of  the  Manager's  Report. 
The  motion  carried.   The  Executive  Session  concluded  at  10:21  a.m. 
The  meeting  recessed  at  10:21  a.m.,  to  resume  at  10:30  a.m.  in  open 
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A  motion  was  made  and  seconded  to  approve  the  Manager's  Report 
presented  in  Executive  Session.   The  motion  carried. 

A  motion  was  made  and  seconded  to  accept  the  Manager's  Report 
listed  on  the  agenda  to  include  the  Financial  Report.   The  motion 
carried.   (Exhibit  No.  1521.) 

A  motion  was  made  and  seconded  to  approve  three  (3)  cases  of 
Good  Faith  Reliance  on  Misrepresntation  under  contract  Nos.  06-029- 
00908,  17-127-00006,  and  05-107-02862.   The  motion  carried. 
(Exhibit  No.  1522.) 

A  motion  was  made  and  seconded  to  approve  the  Texas  Citrus  Tree 
Insurance  Regulations.   The  motion  carried.   (Exhibit  No.  1523.) 

A  motion  was  made  and  seconded  to  approve  a  policy  determination 
prescribing  changes  proposed  to  the  Agency  Sales  and  Service  Contract. 
The  motion  carried.   (Exhibit  No.  1524.) 

The  meeting  recessed  at  11:30  a.m.,  to  reconvene  at  1:00  p.m. 

The  Chair  called  the  meeting  to  order  at  1:00  p.m.   A  statutory 
quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  an  amendment  to  the 
Agency  Sales  and  Service  Contract  regarding  the  issuance  of 
contracts  for  the  1983  crop  year.   The  motion  carried.   (Exhibit 
No.  1525.) 

A  motion  was  made  and  seconded  to  approve  a  policy  determina- 
tion amending  the  Loss  Adjustment  Contract.   The  motion  carried. 
(Exhibit  No.  1526.) 

A  motion  was  made  and  seconded  to  approve  an  amendment  to  the 
Organization,  Functions,  and  Delegations  of  Authority  Document. 
The  motion  carried.   (Exhibit  No.  1527.) 
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A  motion  was  made  and  seconded  to  amend  the  Bylaws  of  the 
Corporation.   The  motion  carried.   (Exhibit  No.  1528.) 

A   motion  was  made  and  seconded  to  go  into  Executive  Session 
at  1:40  p.m.   The  meeting  reconvened  as  an  open  session  at  2:30  p.m. 

The  next  meeting  of  the  Board  of  Directors  will  be  held  in 
Washington,  D.C.,  on  July  20,  1982. 

There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  2:40  p.m.,  to  meet  again  on  July  20,  1982,  at 
9:00  a.m. 


Peter  F.  Cole,  Secretary 

Federal  Crop  Insurance  Corporation 
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BOARD  OF  DIRECTORS  -  FEDERAL  CROP  INSURANCE  CORPORATION 
MINUTES  OF  TELEPHONE  CONFERENCE  CALL  -  TUESDAY,  JUNE  8,  1982 

A  telephone  conference  call  meeting  of  the  Board  of  Directors 
of  the  Federal  Crop  Insurance  Corporation  was  held  on  Tuesday, 
June  8,  1982.   Mr.  Naylor  called  the  meeting  to  order 
at  11:30  a.m.   Directors  present,  constituting  a  statutory  quorum, 
were:   Frank  W.  Naylor,  Jr.,  Merritt  W.  Sprague,  Edward  F.  Askew, 
E.  Ray  Fosse,  and  William  H.  Houston  III. 

A  motion  was  made  and  seconded  to  approve  amendatory  language 

for  the  interest  rate  provision  of  the  crop  insurance  policies  as 

contained  in  the  following  resolution: 

RESOLVED,  That  Section  5(d)  of  all  crop  insurance  policies 
issued  by  the  Federal  Crop  Insurance  Corporation,  such  section 
prescribing  the  interest  rate  to  be  charged  on  any  unpaid 
premium  balance,  be,  and  it  is  hereby,  amended  to  read  as 
follows: 

(d)  Interest  will  accrue  at  the  rate  of  one  and  a 
half  percent  (1-1/2%)  simple  interest  per  calendar 
month,  or  any  part  thereof,  on  any  unpaid  premium 
balance  starting  on  the  first  day  of  the  month 
following  the  date  of  the  first  premium  billing. 

AND  BE  IT  FURTHER  RESOLVED,  That  such  amendment  be,  and  it  is 
hereby  effective  for  the  1983  crop  year  on  all  crop  insurance 
policies  issued  by  the  Corporation  and  published  under  estab- 
lished procedures  in  the  FEDERAL  REGISTER. 

The  motion  carried. 

There  being  no  further  business  to  come  before  the  Board,  the 

meeting  adjourned  at  11:A0  a.m.,  to  meet  again  on  July  21,  1982. 
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mNUTES 
OF 
MEETING  OF  THE  BOARD  OF  DIRECTORS 
OF  THE 
FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  (FCIC)  was  held  in  Room  201-W,  Administration  Building, 
U.S.  Department  of  Agriculture,  Washington,  D.C.,  on  July  21,  1982. 

The  meeting  was  called  to  order  at  9:25  a.m. 

Present  were:   Merritt  W.  Sprague,  Manager,  FCIC;  Edward  F.  Askew; 
William  H.  Houston;  William  F.  McFarlane;  E.  Ray  Fosse;  James  Hinchman 
and  Arnold  Grundeman  of  the  Office  of  General  Counsel;  Robert  H.  Sindt, 
Deputy  Manager,  FCIC;  Larry  M.  Rosenstein,  Legal  Representative  for  the 
National  Association  of  Crop  Insurance  Agents;  Dean  W.  Mitchell,  Michael 
Bronson,  Peter  F.  Cole,  and  Ms.  Marie  Ciccolella  of  the  Corporation.  A 
statutory  quorum  was  present. 

Frank  W.  Nay lor,  Jr. ,  Under  Secretary  for  Small  Community  and  Rural 
Development,  arrived  at  9:A0  a.m. 

A  motion  was  made  and  seconded  to  accept  the  Manager's  Report.   The 
motion  carried.   (Exhibit  No.  1489) 

Seeley  G.  Lodwick,  Under  Secretary  for  International  Affairs  and 
Commodity  Programs,  arrived  at  9:55  a.m. 

A  motion  was  made  and  seconded  to  accept  the  Deputy  Manager's 
Report.   The  motion  carried.   (Exhibit  No.  1490) 

Mr.  Naylor  left  the  meeting  at  9:58  a.m. 

A  motion  was  made  and  seconded  to  go  into  Executive  Session  at 
1:00  p.m.   The  motion  carried. 
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A  motion  was  made  and  seconded  to  rescind  a  previous  resolution 

of  the  Board  to  create  two  Vice  President  positions.   The  motion  carried. 

Mr.  Lodwick  left  the  meeting  at  10:15  a.m. 

The  meeting  recessed  at  10:15  a.m.,  to  reconvene  at  10:30  a.m. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  2  to  the 
Texas  Citrus  Crop  Insurance  Regulations.   The  motion  carried  to  approve 
the  amendment  for  publication  for  comment  and  subject  t"  legal  clearance. 
(Exhibit  No.  1491) 

Mr.  Naylor  arrived  at  10:40  a.m. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  3  to  the 
Grain  Sorghum  Crop  Insurance  Regulations.   The  motion  carried  to  approve 
the  amendment  for  publication  for  comment  and  subject  to  legal  clearance. 
(Exhibit  No.  1492) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  3  to  the 
Cotton  Crop  Insurance  Regulations.  The  motion  carried  to  approve  the 
amendment  for  publication  for  comment  and  subject  to  legal  clearance. 
(Exhibit  No.  1493) 

A  motion  was  made  and  seconded  to  approve  Amendment  3  to  the 
Rice  Crop  Insurance  Regulations.   The  motion  carried  to  approve  the 
amendment  for  publication  for  comment  and  subject  to  legal  clearanf-e. 
(Exhibit  No.  1494) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  3  to  the 
Com  Crop  Insurance  Regulations.   The  motion  carried  to  approve  the 
amendment  for  publication  for  comment  and  subject  to  legal  clearance. 
(Exhibit  No.  1499) 

A  motion  was  made  and  seconded  to  approve  a  general  amendment  to 
the  regulations  to  provide  a  guaranteed  renewable  contract  on  an  annual 
basis.   The  motion  was  tabled. 
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The  meeting  recessed  at  11:30  a.m.,  to  reconvene  at  1:00  p.m. 

The  meeting  was  called  to  order  at  1:04  p.m..  In  Executive 
Session.   A  statutory  quorum  was  present. 

The  Executive  Session  recessed  at  2:58  p.m.,  to  reconvene  in 
open  session.   A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  a  policy  on  Master 
Marketing  companies.   The  motion  carried.   Member  E.  Ray  Fosse  abstained 
from  voting.   (Exhibit  No.  1495) 

A  motion  was  made  and  seconded  to  approve  recoinmendations  for  1983 
Individual  Agreements.   The  motion  carried.   (Exhibit  No.  1496) 

A  motion  was  made  and  seconded  to  approve  a  revised  commission  rate 
and  a  policy  determination  for  Master  Marketing  and  Individual  Agent 
Agreements.   The  motion  carried.   (Exhibit  No.  1497) 

A  motion  was  made  and  seconded  to  approve  an  amendment  to  the 

Standard  Reinsvrance  Agreement.   The  motion  carried.   Member  E.  Ray 
Fosse  abstained  from  voting.   (Exhibit  No.  1498) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  1  to  the 
Fora;;e  Production  Crop  Insurance  Regulations.   The  motion  carried  to 
approve  the  amendment  for  publication  for  comment  and  subject  to  legal 
clearance.   (Exhibit  No.  1500) 

Mr.  McFarlane  left  the  meeting  at  3:25  p.m. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  1  to  the 
Individual  Yield  Coverage  Plan  Crop  Insurance  Regulations.   The  motion 
carried  to  approve  the  amendment  for  publication  for  comment  and  subject 
to  legal  clearance.   (Exhibit  No.  1501) 

Mr.  Naylor  left  the  meeting  at  3:33  p.m. 

A  motion  was  made  and  seconded  to  provide  that  the  excess  fire 
provision  be  included  in  Com,  Grain  Sorghum,  Rice,  and  Forage  Production 


Meeting 

recessed 
Call  to  order 


Recess 


Policy  on  . 
Master 
Marketers 


Individual 
Agents 
Agreements 

Commission 
rates  and 
policy 


Reinsurance 
Agreement 


Amendment 
1  to 
Forage 
Production 


Amendment  1 
to  lYC 


Loss  by  fire 
provision 


■Jjo 


228 


Crop  Insurance  Regulations  approved  by  the  Board  of  Directors  at  this 
meeting.   The  motion  carried.   (Exhibit  No.  1502) 

The  next  meeting  of  the  Board  of  Directors  is  tentatively  scheduled 
for  September  16,  1982. 

There  being  no  further  business  to  come  before  the  Board,  the  meeting 
adjourned  at  4:26  p.m. 


'yU^ 


Peter  F.  Cole 


Secretary 

Federal  Crop  Insurance  Corporation 


July  21,  1982 
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MINUTES 

OF 

MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop  Insurance 
Corporation  (FCIC)  was  held  in  Room  201-W,  Administration  Building, 
U.S.  Department  of  Agriculture,  Washington,  D.C.,  on  September  16,  1982. 

The  meeting  was  called  to  order  at  9:06  a.m. 

Present  were:   Merritt  W.  Sprague,  Manager,  FCIC;  Edward  F.  Askew; 
William  H.  Houston;  William  F.  McFarlane;  E.  Ray  Fosse;  James  Hinchman 
and  Arnold  Grundeman  of  the  Office  of  General  Counsel;  Robert  H.  Sindt, 
Deputy  Manager,  FCIC;  Dean  W.  Mitchell,  Director,  KG  Operations,  FCIC; 
Larry  M.  Rosenstein,  Legal  Representative  for  the  National  Association 
of  Crop  Insurance  Agents  and  Linda  Vickers,  The  Washington  Representative 
of  the  Association;  Catherine  Sabel  and  Walter  Bunch,  Special  Assistants 
to  Frank  W.  Naylor,  Jr.,  Under  Secretary  for  Small  Community  and  Rural 
Development;  Michael  Bronson  and  Peter  F.  Cole  of  the  Corporation. 
A  statutory  quorum  was  present. 

Frank  W.  Naylor,  Jr.,  Under  Secretary  for  Small  Community  and  Rural 
Development,  arrived  at  9:13  a.m. 

A  motion  was  made  and  seconded  to  accept  the  Minutes  of  the  meeting 
of  the  Board  of  Directors  held  on  July  21,  1982.   The  motion  carried. 
(Exhibit  No.  1503) 

A  motion  was  made  and  seconded  to  accept  the  Manager's  Report.   The 
motion  carried.   (Exhibit  No.  1504) 
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A  motion  was  made  and  seconded  to  go  into  Executive  Session 

9:35  a.m.   The  motion  carried. 

The  meeting  resumed  as  an  open  session  at  10:55  a.m.,  and  recessed    Recess 

until  11:10  a.m.   On  reconvening,  a  statutory  quorum  was  present. 
A  motion  was  made  and  seconded  as  follows: 

"The  Corporation  is  authorized  to  reimburse  expenditures  under 
the  Agency  Sales  and  Service  Agreement  equal  to  an  amount  of  3 
percent  of  anticipated  premium  upon  processing  of  acreage  reports." 
The  motion  carried.   (Exhibit  No.  1505)   Mr.  Fosse  abstained  from 

voting. 

The  meeting  recessed  at  11:37  a.m.  to  reconvene  at  12:A5  p.m.         Recess 
The  meeting  was  called  to  order  at  12:46  p.m.   A  statutory  quorum 

was  present. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  1  to 

Forage  Seeding  Crop  Insurance  Regulations.   The  motion  carried. 

(Exhibit  No.  1506) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  3  to  Corn     Corn 

Crop  Insurance  Regulations.   The  motion  carried.   (Exhibit  No.  1507) 

Mike  Felt,  representing  the  American  Association  of  Crop  Insurors 

and  Diane  Bateman  of  McLeod  and  Davis,  the  Washington  representative 

of  the  Association,  arrived  at  1:25  p.m.   Mr.  Felt  made  an  address  to 

the  members  of  the  Board  at  1:32  p.m.  until  1:50  p.m. 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  4  to  Cotton 

Cotton  Crop  Insurance  Regulations.   The  motion  carried.   (Exhibit 

No.  1508) 
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A  motion  was  made  and  seconded  to  approve  the  Individual  Yield 
Coverage  Plan  (lYCP)  Regulations.   The  motion  carried.   (Exhibit 
No.  1509) 

A  motion  was  made  and  seconded  to  approve  a  resolution  to  include 
training  requirements  in  Loss  Adjustment  Contracts.   The  motion  carried. 
(Exhibit  No.  1510) 

A  motion  was  made  and  seconded  to  approve  a  general  amendement 
to  the  Application  for  Insurance  Form  FCI-12.   The  motion  carried. 
(Exhibit  No.  1511) 

A  motion  was  made  and  seconded  to  approve  Amendment  no.  4  to 
Soybean  Crop  Insurance  Regulations.   The  motion  carried.   (Exhibit 
No.  1512) 

A  motion  was  made  and  seconded  to  approve  Financial  Standards 
for  Agency  Sales  and  Service  Contracts.   The  motion  carried.   (Exhibit 
No.  1513) 

A  motion  was  made  and  seconded  to  approve  a  resolution 
designating  separate  county  programs.   The  motion  carried.   (Exhibit 
No.  1514) 

Mr.  McFarlane  left  the  meeting  at  2:A2  p.m. 
The  next  meeting  of  the  Board  of  Directors  is  tentatively 
scheduled  for  November  16,  1982,  in  Kansas  City,  Missouri. 
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There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  2:45  p.m. 


Adjourn 


^/-^ 


Peter  F.  Cole 

Secretary 

Federal  Crop  Insurance  Corporation 


September  16,  1982 
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MINUTES 

OF  A 

TELEPHONE  CONFERENCE  CALL  MEETING 

OF  THE 

BOARD  OF  DIRECTORS  OF  THE 

FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  was  held  by  telephone  conference 

call  at  10:00  a.m.,  on  Tuesday,  October  12,  1982. 

Present  were: 

Frank  W.  Naylor,  Jr.,  Under  Secretary  of  Agriculture  for 
Small  Community  and  Rural  Development 

Merritt  W.  Sprague,  Manager,  Federal  Crop  Insurance 
Corporation 

Edward  F.  Askew 

E.  Ray  Fosse 

constituting  a  statutory  quorum. 

A  motion  was  made  and  seconded  to  approve  payment  of  $21,778.00  to 
Ronald  E.  Elton,  Contract  No.  29-165-82217,  under  the  provisions  of 
Good  Faith  Reliance  on  Misrepresentation  section  of  7  CFR  §418.5,  Wheat 
Crop  Insurance  Regulations,  such  payment  being  in  excess  of  the  limit  of  the 
Manager's  authority  to  take  action  to  grant  relief.   The  motion  carried. 
(Exhibit  No.  1516) 

There  being  no  further  business  to  come  before  the  Board,  the  meeting 
adjourned  at  10:15  a.m. 


Secretary 

Federal  Crop  Insurance  Corporation 


October  12,  1982 
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MINUTES 
OF 
MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 
FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop 
Insurance  Corporation  (FCIC)  was  held  in  Room  126-A,  Kansas  City 
Operations  Office,  Federal  Crop  Insurance  Corporation,  9A35  Holmes, 
Kansas  City,  Missouri,  on  November  15,  1982. 

The  meeting  was  called  to  order  at  9:09  a.m. 

Present  were:   Frank  W.  Nay lor,  Jr. ,  Under  Secretary  for 
Small  Community  and  Rural  Development;  Merritt  W.  Sprague,  Manager, 
FCIC;  Edward  F.  Askew;  William  H.  Houston;  William  F.  McFarlane; 
E.  Ray  Fosse;  James  Hinchman  and  Arnold  Grundeman  of  the  Office  of 
General  Counsel;  Robert  H.  Sindt,  Deputy  Manager,  FCIC;  Dean  W. 
Mitchell,  Director,  and  Ivan  Dull,  Deputy  Director,  FCIC  Kansas  City 
Operations  Office;  Michael  Bronson,  Confidential  Assistant  to 
Mr.  Sprague;  Catherine  Sabel,  Special  Assistant  to  Under  Secretary 
Frank  W.  Naylor,  Jr. ;  Herbert  Carpenter,  Acting  Assistant  Regional 
Inspector  General,  and  Clifford  Buck,  Supervisory  Auditor  of  the 
Office  of  Inspector  General,  Kansas  City,  Missouri;  and,  Peter  F. 
Cole  of  the  Corooration.   A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  accept  the  Minutes  of  the 
meeting  of  the  Board  of  Directors  held  on  September  16,  1982,  as 
amended.   The  motion  carried.   (Exhibit  No.  1515) 

A  motion  was  made  and  seconded  to  accept  the  Manager's 
Report.   The  motion  carried.   (Exhibit  No.  1516) 
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A  motion  was  made  and  seconded  to  accept  the  Deputy  Manager's 
Report.   The  motion  carried.   (Exhibit  No.  1517) 

The  meeting  recessed  at  10:25  a.m.,  to  resume  at  10:45  a.m. 

The  meeting  was  called  to  order  at  10:45  a.m.  A  statutory 
quorum  was  present. 

Mr.  Naylor  left  the  meeting  at  11:03  a.m. 

A  motion  was  made  and  seconded  to  ratify  the  approval  of  a 
a  Good  Faith  Reliance  on  Misrepresentation  Case  under  Contract 
No.  29-165-82217,  Ronald  E.  Elton.   Such  approval  was  given  by 
a  quorum  of  the  Board  by  telephone  conference  call  on  October  12, 
1982.   (Exhibit  No.  1518) 

A  motion  was  made  and  seconded  to  approve  a  resolution  to 
take  action  to  pay  an  indemnity  under  Contract  No.  45-005-00714, 
John  E.  Kirkland  as  a  Good  Faith  Reliance  on  Misrepresentation 
Case.   The  motion  carried.   (Exhibit  No.  1519) 

A  motion  was  made  and  seconded  to  approve  a  resolution 
delegating  authority  to  the  Manager  of  FCIC  to  take  action  to 
grant  relief  under  the  provisions  of  Good  Faith  Reliance  on 
Misrepresentation  in  four  cases  involving  amounts  in  excess  of 
the  Manager's  authority  to  take  such  action  under  Contracts  Nos. 
37-179-00228,  37-179-01005,  37-179-00803,  and  37-179-01016.   The 
motion  carried.   (Exhibit  no.  1520) 

The  meeting  recessed  at  11:30  a.m.,  to  reconvene  at  1:05  p.m., 
with  a  statutory  quorum  present. 

William  Klein,  Acting  Chief,  Training  Branch,  Federal  Crop 
Insurance  Corporation  (Kansas  City  Operations  Office),  and  Vice 
Chairperson  of  the  National  EEO  Committee  of  FCIC,  made  an 
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address  to  the  Board  on  the  topic  "EEO's  Role  in  FCIC." 

A  motion  was  made  and  seconded  to  approve  a  resolution 
authorizing  the  Manager,  FCIC,  to  offer  additional  crop 
insurance  programs  in  certain  counties.   The  motion  carried. 
(Exhibit  No.  1521) 

A  motion  was  made  and  seconded  to  approve  Docket  No.  CI- 
HS-82-3,  authorizing  the  development  of  a  Hybrid  Seed  Crop 
Insurance  Program.   The  motion  carried.   (Exhibit  No.  1520) 

The  next  meeting  of  the  Board  is  tentatively  scheduled 
for  January  20,  1983,  in  Kansas  City,  Missouri. 

There  being  no  further  business  to  come  before  the  Board, 
the  meeting  adjourned  at  4:05  p.m. 


Peter  F.  Cole 


Secretary 

Federal  Crop  Insurance  Corporation 


November  15,  1982 
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MINUTES 
OF 
MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 
FEDERAL  CROP  INSURANCE  CORPORATION 
A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop 
Insurance  Corporation  (FCIC)  was  held  in  Room  201-W,  Administration 
Building,  U.S.  Department  of  Agriculture,  Washington,  D.C.,  on  February 
23,  1983. 

The  meeting  was  called  to  order  at  9:00  a.m. 
Present  were:  Merritt  W.  Sprague,  Manager,  FCIC;  William  F. 
McFarlane;  William  H.  Houston;  Edward  F.  Askew;  E.  Ray  Fosse;  Arnold 
J.  Grundeman  of  the  Office  of  General  Counsel;  Ms  Linda  Vickers, 
representing  the  National  Association  of  Crop  Insurance  Agents;  Ms  Sandy 
Burke,  representing  the  American  Association  of  Crop  Insurers;  Herbert 
Gruenbaum  of  the  Office  of  Inspector  General-Auditing;  Katherine  Sabel, 
Special  Assistant  to  Frank  W.  Naylor,  Jr.,  Under  Secretary  of  Agriculture 
for  Small  Community  and  Rural  Development;  Robert  F.  Sindt,  Deputy  Manager, 
FCIC;  Dean  Mitchell,  Michael  Bronson,  Paul  Wilner,  Ronald  Ence,  and  Peter  F 
Cole  of  the  Corporation.   A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  accept  the  Manager's  Report. 
The  motion  carried.   (Exhibit  No.  1522) 

.    A  motion  was  made  and  seconded  to  accept  the  Deputy  Manager's 
Report.   The  motion  carried.   (Exhibit  No.  1523) 

A  motion  was  made  and  seconded  to  authorize  the  Corporation  to 
recommend  to  the  Secretary  of  Agriculture  that  $150,000,000  in  Capitol 
Stock  be  transferred  to  the  Corporation  from  the  United  States  Treasury 
The  motion  carried.   (Exhibit  No.  1524) 
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A  motion  was  made  and  seconded  to  approve  the  Pepper 
Insurance  Docket  No.  CI-Pp-83-1.   The  motion  carried.   (Exhibit 
No.  1525) 

A  motion  was  made  and  seconded  to  approve  the  Fresh  Tomato 
Insurance  Docket  No.  CI-FT-83-2.  The  motion  carried.  (Exhibit 
No.  1526) 

A  motion  was  made  and  seconded  to  ratify  actions  taken  by  the 
Corporation  to  prepare  for  implementing  the  Payment  in  Kind  (PIK) 
program  and  to  authorize  the  Corporation  to  continue  to  fully 
implement  the  program.   The  motion  carried.   (Exhibit  No.  1527) 
Member  E.  Ray  Fosse  abstained  from  voting. 

Frank  W.  Naylor,  Jr.,  arrived  at  the  meeting  at  10.14  a.m. 

A  motion  was  made  and  seconded  to  approve  7  cases  of  Good 
Faith  Reliance  on  Misrepresentation  for  Lookout  Ranches;  Bob 
Pettiet;  Arvel  Glinz;  Bruce  Glinz;  Bob  Bennie;  Gary  Dahle;  and, 
R.  and  R.  Readel.   The  Board  of  Directors  directed  that  the  case 
of  Bruce  Glinz  be  submitted  to  the  Office  of  General  Counsel  for 
consideration  of  the  merits  of  subrogation  action. 

The  meeting  recessed  at  10:29  a.m.,  to  reconvene  at  10:36  a.m. 
A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  the  Wheat,  Barley, 
Oat,  and  Rye  Crop  Insurance  Regulations.   The  motion  carried. 
.(Exhibit  Nos.  1528,  1529,  1530,  and  1531,  respectively) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  1  to 
the  Florida  Citrus  Crop  Insurance  Regulations.   The  motion  carried 
pending  the  addition  to  the  regulations  of  language  providing  that 
failure  to  remove  brush  and  prunings  would  constitute  a  poor  manage- 
ment practice  and  that  in  such  cases  the  Corporation  would  not 
consider  fire  as  an  insurable  cause  of  loss. 
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A  motion  was  made  and  seconded  to  approve  the  Texas  Citrus 
Tree  Insurance  Regulations.   The  motion  carried  pending  the 
addition  to  the  regulations  of  language  to  provide  that  failure 
to  remove  brush  and  prunings  would  constitute  a  poor  management 
practice  and  that  in  such  cases  the  Corporation  would  not  consider 
fire  as  an  insurable  cause  of  loss. 

A  motion  was  made  and  seconded  to  approve  the  Hybrid  Seed 
Insurance  Regulations.   The  motion  carried.   (Exhibit  No.  1532) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  2 
to  the  Forage  Seeding  Crop  Insurance  Regulations.   The  motion 
carried.   (Exhibit  No.  1533) 

A  motion  was  made  and  seconded  to  approve  the  addition  of 
4  counties  in  Connecticut  and  Massachusetts  for  Tobacco  Crop 
Insurance.   The  motion  carried.   (Exhibit  No.  1534) 

A  motion  was  made  and  seconded  to  approve  the  Contract  Price 
Election  Agreement  Option  for  Non-quota  Peanuts.   The  motion 
carried.   (Exhibit  No.  1535) 

A  motion  was  made  and  seconded  to  approve  Lycoming  County, 
Pennsylvania  for  Soybean  Crop  Insurance.   The  motion  carried. 
(Exhibit  No.  1536) 

The  meeting  recessed  at  11:40  a.m.,  to  reconvene  at  1:00  p.m. 
A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  go  into  Executive  Session. 
The  motion  carried.   The  Executive  Session  convened  with  a  statutory 
quorum  present  at  1:05  p.m. 

The  meeting  adjourned  from  Executive  Session  at  4:25  p.m. 

A  motion  was  made  and  seconded  to  approve  the  Reinsurance  plan 
for  Puerto  Rico.   The  motion  carried.   (Exhibit  No.  1537) 
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The  next  meeting  of  the  Board  of  Directors  is  tentatively 
scheduled  for  April  26,  1983,  in  Memphis,  Tennessee. 

There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  ^ : 30  p.m. 


Peter  F.  Cole 

Secretary 

Federal  Crop  Insurance  Corporation 


Next  meeting 


Adjournment 


February  23,  1983 
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MINUTES 
OF 
MEETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 
FEDERAL  CROP  INSURANCE  CORPORATION 

A  meeting  of  the  Board  of  Directors  of  the  Federal  Crop 
Corporation  (FCIC)  was  held  in  Room  201-W,  Administration  Building, 
U.S.  Department  of  Agriculture,  Washington,  D.C.,  on  February  23, 
1983. 

The  meeting  was  called  to  order  at  9:00  a.m.  Call  to  order 

Present  were:   Merritt  W.  Sprague,  Manager,  FCIC;  William  F. 
McFarlane;  William  H.  Houston;  Edward  F.  Askew;  E.  Ray  Fosse; 
Arnold  J.  Grundeman  of  the  Office  of  General  Counsel;  Ms.  Linda 
Vickers,  representing  the  National  Association  of  Crop  Insurance 
Agents;  Ms.  Sandy  Burke,  representing  the  American  Association 
of  Crop  Insurers;  Herbert  Gruenbaum  of  the  Office  of  Inspector 
General-Auditing;  Katherine  Sabel,  Special  Assistant  to  Frank  W. 
Nay lor,  Jr. ,  Under  Secretary  of  Agriculture  for  Small  Community 
and  Rural  Development;  Robert  F.  Sindt,  Deputy  Manager,  FCIC; 
Dean  Mitchell,  Michael  Bronson,  Paul  Wilner,  Ronald  Ence,  and 
Peter  F.  Cole  of  the  Corporation.   A  statutory  quorum  was 
present. 

A  motion  was  made  and  seconded  to  accept  the  Manager's  Report. 
The  motion  carried.    (Exhibit  No.  1522) 

A  motion  was  made  and  seconded  to  accept  the  Deputy  Manager's 
Report.   The  motion  carried.   (Exhibit  No.  1523) 

A  motion  was  made  and  seconded  to  authorize  the  Corporation 
to  recommend  to  the  Secretary  of  Agriculture  that  $150,000,000 
in  Capital  Stock  be  transferred  to  the  Corporation  from  the  United 
States  Treasury.    The  motion  carried.   (Exhibit  No.  1524) 
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A  motion  was  made  and  seconded  to  approve  the  Pepper 
Insurance  Docket  No.  CI-Pp-83-1.   The  motion  carried.   (Exhibit 
No.  1525) 

A  motion  was  made  and  seconded  to  approve  the  Fresh  Tomato 
Insurance  Docket  No.  CI-FT-83-2.  The  motion  carried.  (Exhibit 
No.  1526) 

A  motion  was  made  and  seconded  to  ratify  actions  taken  by  the 
Corporation  to  prepare  for  implementing  the  Payment  in  Kind  (PIK) 
program  and  to  authorize  the  Corporation  to  continue  to  fully 
implement  the  program.   The  motion  carried.   (Exhibit  No.  1527) 
Member  E.  Ray  Fosse  abstained  from  voting. 

Frank  W.  Naylor,  Jr.,  arrived  at  the  meeting  at  10. lA  a.m. 

A  motion  was  made  and  seconded  to  approve  7  cases  of  Good 
Faith  Reliance  on  Misrepresentation  for  Lookout  Ranches;  Bob 
Pettiet;  Arvel  Glinz;  Bruce  Glinz;  Bob  Bennie;  Gary  Dahle;  and, 
R.  and  R.  Readel.   The  Board  of  Directors  directed  that  the  case 
of  Bruce  Glinz  be  submitted  to  the  Office  of  General  Counsel  for 
consideration  of  the  merits  of  subrogation  action. 

The  meeting  recessed  at  10:29  a.m.,  to  reconvene  at  10:36  a.m. 
A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  the  Wheat,  Barley, 
Oat,  and  Rye  Crop  Insurance  Regulations.   The  motion  carried. 
(Exhibit  Nos.  1528,  1529,  1530,  and  1531,  respectively) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  1  to 
the  Florida  Citrus  Crop  Insurance  Regulations.   The  motion  carried 
pending  the  addition  to  the  regulations  of  language  providing  that 
failure  to  remove  brush  and  prunings  would  constitute  a  poor  manage- 
ment practice  and  that  in  such  cases  the  Corporation  would  not 
consider  fire  as  an  insurable  cause  of  loss. 
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A  motion  was  made  and  seconded  to  approve  the  Texas  Citrus 
Tree  Insurance  Regulations.   The  motion  carried  pending  the 
addition  to  the  regulations  of  language  to  provide  that  failure 
to  remove  brush  and  prunings  would  constitute  a  poor  management 
practice  and  that  in  such  cases  the  Corporation  would  not  consider 
fire  as  an  insurable  cause  of  loss. 

A  motion  was  made  and  seconded  to  approve  the  Hybrid  Seed 
Insurance  Regulations.   The  motion  carried.   (Exhibit  No.  1532) 

A  motion  was  made  and  seconded  to  approve  Amendment  No.  2 
to  the  Forage  Seeding  Crop  Insurance  Regulations.   The  motion 
carried.   (Exhibit  No.  1533) 

A  motion  was  made  and  seconded  to  approve  the  addition  of 
4  counties  in  Connecticut  and  Massachusetts  for  Tobacco  Crop 
Insurance.   The  motion  carried.   (Exhibit  No.  1534) 

A  motion  was  made  and  seconded  to  approve  the  Contract  Price 
Election  Agreement  Option  for  Non-quota  Peanuts.   The  motion 
carried.   (Exhibit  No.  1535) 

A  motion  was  made  and  seconded  to  approve  Lycoming  County, 
Pennsylvania  for  Soybean  Crop  Insurance.   The  motion  carried. 
(Exhibit  No.  1536) 

The  meeting  recessed  at  11:A0  a.m.,  to  reconvene  at  1:00  p.m. 
A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  go  into  Executive  Session. 
The  motion  carried.   The  Executive  Session  convened  with  a  statutory 
quorum  present  at  1:05  p.m. 

The  meeting  adjourned  from  Executive  Session  at  4:25  p.m. 

A  motion  was  made  and  seconded  to  approve  the  Reinsurance  plan 
for  Puerto  Rico.   The  motion  carried.   (Exhibit  No.  1537) 
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The  next  meeting  of  the  Board  of  Directors  is  tentatively 
scheduled  for  April  26,  1983,  in  Memphis,  Tennessee. 

There  being  no  further  business  to  come  before  the  Board,  the 
meeting  adjourned  at  A : 30  p.m. 
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MINUTES 

OF 

rCETING  OF  THE  BOARD  OF  DIRECTORS 

OF  THE 
FEDERAL  CROP   INSURANCE  CORPORATION 

A  neeting  of  the  Board  of  Directors  of  the  Federal 
Crop  Insurance  Corporation  (FCIC)  was  held  in  Room  212-E, 
Administration  Building,  U.S.   Department  of  Agriculture, 
Washington,   D.C.,  on  May  24-25,  1983. 

The  neeting  was  called  to  order  at  1:12  p.m. 

Present  were:     Merritt  W.   Sprague,  Manager,   FCIC; 
William  H.   Houston,   III;     Edward  F.  Askew;  E.   Ray  Fosse; 
Edward  Hews,  Deputy  Manager,   FCIC,  Katherine  Sabel, 
Special   Assistant  to  Frank  W.   Naylor,  Jr.,  Under 
Secretary  of  Agriculture  for  Small   Community  and  Rural 
Development;  Arnold  Grundeman  of  the  Office  of  General 
Counsel;   Ivan  Dull,  Dean  W.  Mitchell,  Dennis  Lynn,  Ward 
Simmons,   and  Peter  F.  Cole  of  the  Corporation.     A  statutory 
quorum  v/as  present. 

A  motion  v/as  made  and  seconded  to  approve  the  Minutes 
of  the  meeting  of  the  Board  of  Directors  held  on  April   26, 
1983  pending  amendment  to  reflect  the  comments  made  to  the 
Board  by  Congressman  Vic  Fazio  of  California.     The  motion 
carried.      (Exhibit  No.   1564) 

A  motion  v;as  made  and  seconded  to  accept  a  combined 
Manager's  and  Deputy  Manager's  Report.     The  motion  carried. 
(Exhibit  Ho.    1565) 
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A  motion  was  made  and  seconded  to  approve  the  amended 
Minutes  of  the  meeting  of  the  Board  of  Directors  held  on 
February  23,  1983,  to  reflect  the  authority  of  the  Manager 
to  take  action  to  grant  relief  in  cases  of  Good  Faith 
Reliance  on  Misrepresentation  not  to  exceed  the  level  of 
$100,000,00.  The  motion  carried.  (Exhibit  IJo.  1566) 

Mr.  Naylor  arrived  at  1:42  p.m. 

A  motion  was  made  and  seconded  to  approve  the  Raisin 
Crop  Insurance  Regulations.  The  motion  carried.  (Exhibit 
No.  1567) 

A  motion  was  maae  and  seconded  to  approve  the  Rice  Crop 
Insurance  Regulations.  The  motion  carried.  (Exhibit  No. 
1568) 

A  motion  v/as  made  and  seconded  to  approve  the  Tobacco 
(Guarantee  Plan)  Crop  Insurance  Regulations.  The  motion 
carried.   (Exhibit  No.  1569) 

A  motion  was  made  and  seconded  to  approve  the  Tobacco 
(Quota  Plan)  Crop  Insurance  Regulations.  The  motion 
carried.  (Exhibit  No.  1570) 

A  motion  was  made  and  seconded  to  approve  the  Canning 
and  Processing  Tomato  Crop  Insurance  Regulations.  The 
motion  carried.  (Exhibit  Ho.  1571) 

A  motion  i/as  made  and  seconded  to  approve  the  Tobacco 
(Dollar  Plan).  The  motion  carried.  (Exhibit  No.  1572) 
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A  notion  v/as  pade  and  seconded  to  approve  the  Grape 
Crop  Insurance  Regulations.  The  motion  carried.  (Exhibit 
No.  1573) 

The  meeting  recessed  at  3:17  p.m.,  to  reconvene  at  3:35 
p.m.  A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  the  Popcorn 
Crop  Insurance  Docket  No.  CI-Pc-84-1.  The  motion  carried. 
(Exhibit  Ho.  1574) 

The  meeting  recessed  at  4:45  p.m.  to  reconvene  at 
9:34  a.m.,  on  Wednesday,  Hay  25,  1983.  A  statutory  quorum 
was  present. 

Mr.  William  F.  HcFarlane  arrived  at  9:34  a.m. 

Mr.  Naylor  arrived  at  9:45  a.m. 

A  motion  was  made  and  seconded  to  table  the  Walnut 
Docket  No.  CI-Wt-84-2,  pending  a  review  of  moisture  damage 
and  its  effect  on  future  production.  The  motion  carried. 
(Exhibit  No.  1575) 

A  motion  was  made  and  seconded  to  go  into  Executive 
Session.  The  motion  carried.  The  Executive  Session  con- 
vened at  10:00  a.m.  A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  direct  the  Manager  to 
require  that  all  yield  guarantees  be  based  on  actual  pro- 
duction history  by  July  1,  1986;  outlined  in  the  following 
resolution: 
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RESOLVED,  That  the  Manager  of  the  Corporation  be, 
and  he  is  hereby,   directed  to  require  that  all  yield 
guarantees  be  based  on  actual   production  history 
determined  on  a  natural   unit  basis  for  crops  insured 
by  the  Corporation  effective  on  or  before  July  1, 
1986,   AND  BE   IT  FURTHER 

RESOLVED,  That,  with  regard  to  yield  guarantees  for 
cotton  and  rice,   for  which  yield  records  presently 
exist  in  County  Agricultural   Conservation  and 
Stabilization  Service  (ASCS)  Offices,  by  farr.i 
serial   number,  the  requirement  that  such  yield 
guarantees  be  based  on  actual   production  history 
determined  on  a  natural   unit  basis  shall   be 
effective  to  the  extent  feasible  for  those  crops 
beginning  with  the  1984  crop  year.     For  the  purposes 
of  Cotton  and  Rice  programs,   farms  as  constituted 
by  ASCS,   shall   qualify  as  natural   units. 

The  motion  carried.     (Exhibit  No.   1576) 
The  meeting  recessed  at  11:00  a.m.,  to  reconvene  at 
12:57  p.m.     A  statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  reaffirm  the  require- 
ment of  the  Board  of  Directors  that  agents  selling  crop 
insurance  be  licensed  in  the  states  in  which  they  do 
business  and  to  provide  for  a  waiver  of  such  requirement 
under  certain  circumstances  as  outlined  in  the  following 
resolution: 

RESOLVED,  That  the  Board  of  Directors  of  the 
Federal   Crop  Insurance  Corporation  reaffin,is  its 
detertiii nation,  made  on  May  11,   1982,  that  agents 
representing  the  private  sector  insurance  companies 
under  an  Agency  Sales  and  Service  Agreement,  be 
licensed  in  the  state(s)   in  which  they  do  business, 
and  BE   IT  FURTHER 

RESOLVED,  That  the  Corporation  be,  and  it  is  hereby, 
authorized  to  waive  such  licensing  requirements  for 
currently  certified  agents  who,  on  or  before  December 
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31,  1983,  pass  a  basic  principles  of  insurance  test 
adninistered  by  the  Corporation  and  derived  fron  state 
licensing  examinations.  Such  basic  principles  of 
insurance  test  will  be  adninistered  by  the  FCIC  and 
be  offered  in  the  fall  of  1983,  and  BE  IT  FURTHER 

RESOLVED,  That  agents  failing  to  pass  the  basic 
principles  of  insurance  test  on  or  before  December 
31,  1983,  and  agents  nev/ly  certified  after  such  date, 
shall  be  required  to  be  licensed  to  the  extent 
necessary  to  sell  casualty  insurance  in  the 
respective  state(s)  in  which  they  do  business. 

The  motion  carried.  (Exhibit  No.  1577) 

A  motion  was  made  and  seconded  to  direct  the  Manager, 

FCIC,  to  develop  for  consideration  and  approval  by  the  Board 

of  Directors,  a  program  based  on  an  actuarially  sound  approach 

to  risk  assessment  that  uses  alternative  methods  of  doing 

business  outlined  in  the  following  resolution: 

RESOLVED,  That  the  Manager  of  the  Corporation  be,  and 
he  is  hereby,  directed  to  develop  and  present  to  the 
Board  of  Directors  for  consideration  and  approval,  a 
pilot  program  based  on  an  actuarially  sound  approach 
to  individual  risk  assessment  using  alternatives  to 
the  present  system  of  conducting  business  that  may 
include,  but  not  be  limited  to,  the  following: 

-  An  Individual  Risk  Underwriting  option  to  the 
standard  insurance  offer. 

-  A  requirement  that  farmers  insure  all  insurable 
crops  and  consolidate  their  units  on  a  natural  unit 
basis. 

-  Requiring  fanners  to  submit  an  annual  plan  of 
operation  that  may  contribute  to  the  underwriting 
process. 

-  Rating  of  individual  policies  on  acreage;  dispersion 
of  acreage;  farm  management  practices;  proven 
production  history  and  loss  experience;  pro- 
jected risks;  and,  judgement  by  underwriters. 

-  A  Late  Planting  and  Prevented  Planting  provision. 

-  Development  of  Individual  Risk  Undenvriting 
Computer  programs  for  use  by  underwriters. 

-  Offering  such  pilot  program  where  potential  is 
high  and  participation  is  low. 
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The  motion  carried.   (Exhibit  No.  1578) 

The  meeting  recessed  from  Executive  Session  at  4:15  p.m. 

The  meeting  reconvened  in  Open  Session  at  4:15  p.m.  A 
statutory  quorum  was  present. 

A  motion  was  made  and  seconded  to  approve  proposed 
the  Individual  Yield  Coverage  Plan  regulations,  as 
contained  in  Board  Memorandum  No.  179.  The  motion  carried. 
(Exhibit  No.  1581) 

The  next  meeting  of  the  Board  of  Directors  of  the 
Corporation  is  scheduled  for  June  20-21,  1983,  in  Denver, 
Colorado. 

There  being  no  further  business  to  come  before  the  Board 
meeting  adjourned  at  4:35  p.m. 
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Mr.  Naylor.  To  be  sure  that  the  individual  producer  clearly  un- 
derstands what  the  product  is  he  is  buying  and  how  to  use  it  for  his 
purposes.  We  have  seen  a  few  instances  where  there  has  been  mis- 
representation by  well-meaning  individuals  that  has  caused  prob- 
lems for  a  producer  or  individual  farmer.  We  have  been  heavily 
criticized  for  that  by  the  Agricultural  Subcommittee,  that  we 
should  avoid  that  wherever  possible. 

I  concur.  We  owe  it  to  the  American  producer  to  be  sure  he  is 
treated  properly. 

Mr.  English.  How  many  counties  does  the  ASCS  service  for  the 
crop  insurance? 

Mr.  Sprague.  In  1983,  there  were  78  counties  where  ASCS  was 
the  only  source  of  crop  insurance  sales  and  service. 

Mr.  English.  Is  that  the  only  place  they  have  sold? 

Mr.  Sprague.  They  were  involved  in  the  selling  of  preventive 
planting  in  10  additional  counties  where  that  was  a  specialized 
pilot  program. 

Mr.  English.  So  the  pilot  plus  the  areas  where  you  didn't  have 
anybody  selling  except  them,  you  ended  up  with  a  total  of  88  then? 

Mr.  Sprague.  I  think  that  is  the  correct  number,  but  we  will 
supply  the  specific  number  for  the  record. 

[The  information  follows:] 

We  presently  have  59  county  programs  being  serviced  by  ASCS. 

Mr.  English.  Nationwide,  I  think  we  have  something  over  3,000 
counties? 

Mr.  Sprague.  That  is  correct. 

Mr.  English.  So  not  very  many  percentagewise;  a  pretty  small 
number. 

What  would  make  these  78  counties  or  the  whole  88  counties 
more  talented  and  knowledgeable  in  selling  crop  insurance  than 
the  other  2,900— what  is  it?  18?  No,  12? 

Mr.  Sprague.  Well,  these  counties  were  selected  because  there 
were  no  private  agents  available. 

Mr.  English.  But  there  were  10  where  you  told  me  that  you 
have  a  pilot  program. 

Mr.  Sprague.  Yes.  And  the  only  reason  they  are  selling  the  pre- 
ventive planting  coverage  is  that  the  insurance  contracts  are  priced 
relatively  low.  It  was  felt  by  previous  management  that  the  Corpo- 
ration would  have  its  greatest  chance  of  success  by  selling  it 
through  those — in  that  fashion. 

Now,  in  truth,  it  has  not  worked  out  that  way  because  there  has 
been  a  relatively  small  number  of  contracts  sold  by  county  ASCS 
offices  on  that  pilot  program. 

Mr.  English.  In  those  88  counties,  how  many  policies  have  they 
sold  this  year? 

Mr.  Sprague.  It  has  been  a  very  small  number.  I  will  have  to 
supply  the  specific  information  for  the  record. 

Mr.  English.  I  would  appreciate  that. 

[The  information  follows:] 

We  presently  have  428  crop  policies  in  force  serviced  by  ASCS. 

Mr.  English.  Why  is  it  necessary  to  phase  out  independent  sales 
agents  and  the  FCIC  employees  as  a  sales  force? 
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Mr.  Sprague.  We  simply  have  not  had  the  resources  to  deal  with 
large  numbers  of  agents.  The  Corporation's  marketing  staff  re- 
sources are  conserved  greatly  when  we  deal  only  with  approximate- 
ly 100  companies  and  agencies.  There  is  a  significant  difference  be- 
tween dealing  with  100  entities  and  some  10,000.  And  there  are  ap- 
proximately 10,000  agents  currently  authorized  to  sell  either  Feder- 
al crop  insurance  or  multiperil  crop  insurance. 

Mr.  English.  How  many  did  you  have  in  your  sales  force  at  one 
time?  What  was  the  maximum  number  that  you  have  had  in  the 
last  2  years? 

Mr.  Sprague.  I  don't  remember  the  number,  but  I  can  supply  it 
for  the  record. 

[The  information  follows:] 

In  1982  the  number  of  individual  sales  agents,  contracting  directly  with  FCIC  cou- 
pled with  recorded  agents  affiliated  with  the  companies,  amounted  to  approximately 
14,000  sales  representatives.  In  addition,  there  were  about  8,000  agents  representing 
companies  under  reinsured  contracts. 

Mr.  English.  Will  the  phaseout  impinge  on  FCIC's  ability  to 
evaluate  the  efficiency  and  effectiveness  of  the  delivery  through 
master  marketers  and  reinsured  companies?  Have  you  got  any- 
thing to  measure  them  against,  in  other  words? 

Mr.  Naylor.  I  don't  think  that  will  be  the  case.  From  a  manage- 
rial perspective,  first  of  all,  we  need  to  recall  that  Congress  clearly 
intended  that  the  primary  function  of  the  Federal  crop  was  a  rein- 
surance. There  is  a  cap  on  ceiling  employment  under  that  oper- 
ation at  a  low  number,  which  implies  that  we  would  serve  primar- 
ily as  a  catastrophic  reinsurer  and  rely  on  the  private  sector  for 
sales,  service  and  claims.  That  is  the  most  efficient,  professional 
way,  the  most  economically  sound  way  to  do  that.  And  we  made 
the  policy  decision  to  pursue  on  that  course  and  we  are  aggressive- 
ly carrying  it  out. 

Mr.  English.  It  still  comes  down,  Mr.  Naylor— Congress  intended 
that  you  were  going  to  have  better  than  50  percent  participation. 
Congress  intended  that  we  were  going  to  have  this  offered  to  as 
many  farmers  as  we  possibly  could,  and  Congress  intended  that  the 
whole  program  would  be  going  full  blast  right  now. 

I  remember  the  discussions  that  we  had,  and  particularly  the  op- 
position of  Secretary  of  Agriculture  Bergland,  to  extending  any 
type  of  dual  protection  under  the  disaster  programs,  and  that  was 
the  specific  argument;  that  we  wouldn't  need  it.  In  fact,  it  wasn't 
likely  even  for  it  to  be  extended  the  second  year. 

I  guess  what  I  am  coming  to,  it  would  appear  to  me  that  you 
have  got  a  real  problem  as  far  as  the  number  of  participants  that 
are  involved  in  the  program  and  that  you  would  want  as  many 
people  as  you  possibly  could  who  are  in  any  way  capable  and  quali- 
tied  to  sell  this  coverage  to  make  it  available  to  farmers  to  be  out 
there  hustling  trying  to  sell  it.  By  the  same  token,  you  would  cer- 
tainly like  to  see  what  all  these  private  companies  are  doing. 

Are  they  out  there  doing  the  job  for  you  or  not?  If  not,  Congress 
would  want  to  know  that.  too.  The  only  way  you  can  do  it  is  to 
make  a  comparison. 

I  have  always  heard  that  certainly  any  private  company  employ- 
ees and  certainly  private  enterprise  can  outdo  Government  employ- 
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ees  any  time.  I  think  this  is  a  good  place  to  put  it  to  the  test  and 
make  comparisons. 

What  is  wrong  with  that  type  of  contest? 

Mr.  Naylor.  We  have  looked  at  many  of  the  areas  that  you  are 
discussing.  It  would  be  a  lengthy  answer  to  pursue  all  the  points 
you  have  covered.  With  your  permission— I  think  it  is  proper  that 
we  do  so— I  would  like  to  prepare  an  answer  for  the  record  for  you. 

[The  information  follows:] 
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GP 


-88     Canpare  government  and  private  sector  delivery  systems. 


Tlie  H.ciusi'?  Hpproprj- at  1  ons  Corimuttee  report  on  hl.R.  7072.  a  bill  ^ihich 
provides  -funding  -for  UFDrt  prograni^  for  -fircal  ye(sr  19S3,  contained 
thc^  -following  statement: 

"...Testimony  before  the  Committee  shows  that  the  total  cost  in 
appropriated  funds  of  the  various  options  for  the  delivery  of  the 
crop  insurance  program  is  least  e;;pensive  for  delivery  by  ASCS  and 
FCIC  employee!;,  followed  by  delivery  by  full  sales  and  service 
aareenients.   Delivery  by  master  marlteting  agreements  is  more 
E-;;pensi  s-e.  ^ind  delivery  by  reinsured  companies  is  the  most  e;;pensive 
option. .. Therefore,  the  Committee  intends  that  FCIC  will  encourage 
the  sale  of  insurance  through  ASCS!  and  FCIC  employees,  and  through 
independent  agents  and  brokers  to  the  same  e;:tent  as  it  has  through 
reinsurance  companies. . . " 

The  following  four  tables  (years  IvRl.  19B2,  19S3,  and  198'^)     Show 
the  premiums  written,  e-cpense  inci.irred.  and  cost  to  premium  ratio  by 
dc'Iivt^ry  system.   Column  5  of  the  tables  includes  Private  Agents 
with  FCIC. 

Tt^ie  iillocation  of  e:;penses  for  each  delivery  system  was  based  on  the 
percentage  of  premiuni  wjritten  by  each  deliverer  as  compared  to  the 
total  premium  written. 

Beginnina  in  19ul,  FCIC  signed  an  agrec'ment  witt'i  ASCS  to  "...provida 
rei  mburseinent  to  ASCS  for  services  performed  an(j  for  training  of  its 
personnel  to  carry  out  the  provisions  of  the  Crop  Understanding 
signe(d  July  2",  IvEl..." 

The:>  19S1  agreement  was  for  S2'.  950,  O'^'O.   This  agreement  covered  mor-e 
than  sales  and  servicing  of  crop  insurance  policies,  however,  since 
this  was  the  initial  year  of  the  agreement  the  entire  amount  vvas 
considered  a-i  a  co'=t  of  delivery  for  ASCiS. 

The  19S2  agreement  was  for  *5,  661  , 0':iO.   Ot  this  amount,  •£136,000  was 
for  sales  and  service,  and  was  included  as  a  cost  of  delivery  for 
ASCS. 

The  1983  and  19S'1  agreements  were  for  6,159,000  and  6,240,000 
respectively.   7ho  budgeted  amount  of  premiums  sold  by  ASCS  is 
insignificant,  thCM-er  or  e ,  ASCS  have  beer-i  combined  with  the  Master 
Marketer'; . 

NOTE:   The  tables  for  1931  and  19S2  include  e-;penses  which  w-r^  not 
in  the  Corporation's  budoet.   These  e-:penses  are  either  additional 
co-,ts  born  by  the  Corporation  and  absorbed  by  other  aovernment 
agencies,  or  expenses  associated  with  the  cost  of  doing  business 
that  the  Reinsured  Companies  incurr,  but  the  Corporation  does  not. 
One  such  example  is  interest  expense. 

These  expenses  were  not  included  in  the  tables  for  19fl3  and  19c,4 
These  two  tables  break.down  the  budget  by  deliverv  systeih. 
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f-S^    0*>i-i'"^ 


CutJCLUSION 


As  stated  in  H.R.  7072,  Reinsured  Companies  were  the  most  expensive 
■form  Q-f  delivery.   However,  thi 
excessive  expense  can  be  attributed  to 
additional  expenses  are  inherent  in  any 


was  true  tor  only  1981, 
'start-up"  costs, 
new  operation. 


and  the 
These 


The  cost  to  premium  ratio  (tor  Reinsured  Coiipanie? 
19S2,  and  is  budgeted  to  increase  slightly  in  193" 
the  19S2  level  in  1934. 


decreased  in 
and  decrease  to 


For  Master  Marketers,  the  cost  to  prefnium  ratio  decreases  every 
year.   Again,  this  is  a  result  of  incurring  "start-up"  costs  in  19(31 
and  then  producing  the  business  in  subsequent  year's  to  absorb  the 
e;:pen?:e. 


For  the  crop  insurance  program  to  be  success! ul  the  private  sector 
must  make  a  concerted  effort  to  sell  crop  insurance.   The 
Corporation  has  budgeted  for  additional  premiums  and  realized 
additional  overhead  expense  in  anticipation  of  the  private  sector 
continuing  to  agressively  sell  crop  insurance  and  to  increase  the 
dollar  volume  of  premium. 
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■/i: 


(j- St  c*'-^'"'^""^) 


FEL'ERhL    crop     irJbLIRANCE    COFPORhTIOM 
DELIVERY    SYSTEM    COST    REPORT 
FOR    YEAR     1931 


NATIQl-JhL 
TOTAL 


REINSURED 
COMPANIES 


MASTER 
MARf.ETERS 


ASC3 


FCIC 


1  PREMIUMS 

2  PERCENT  SHARE 


3i377,  367.  1 
1C><;>.  0007. 


a2,8u5.4  ?3l,30v.2 

3.393::  0.347:c 


a  1.790. 8    5351,461.: 

3.12-1/:         9-.iz5yM 


4  NO.     PRODUCERS 

5  PERCENT    SHARE 


325,014 

100. 000  ■•: 


3.280       1, 145 
2.550/:      0.352/1 


7,932     307,59'? 
2.456::     94.642">! 


7  TOTAL  EXPENSE 

8  PERCEtJT  SHARE 
9 

10  RATIO 

1 1  COST  TO  PREM 


$106, 95v. 7 

li.'"-i.  Olii'O/. 


$5,551.6      5290.=' 
5.190::      0.272-. 


ja.344::    43.354:: 


54,797.0   $96,320.2 
4.485::     90.0537 


84:: 


,  4067 


YEAR  1931 

The  ve^ir  1981  was  the  inital  year  -for  sales  o-f  crop  insurance 
through  F;einsurE'd  Companiss  and  Master  Marketers.-  These  delivery 
syetem^i  did  not  begin  selling  until  the  Spring  sales  season,  and 
thus,  accounted  -for  less  than  four  percent  ot  premiums.  Howeve-r, 
their  expenses  were  5.5  percent  o-f  the  total  amount  e;;pended.  The 
slight  disproportionate  amount  o-f  e;;penses  as  compared  to  premiums 
written  is  a  rEjsult  of  the  Corporation  incurring  "scart-up"  couts, 
and  th(=n  allocation  them  to  the'3e  delivery  systems. 

For  the  fiscal  year  19S1,  delivery  through  Reinsured  Companies  was 
the  most  expensive  for-m  of  delivery,  followed  by  ASC5,  and  FCIC  and 
Private  Acjents.   The  leafjt  e;;p£?nsive  form  of  delivery  vjas  through 
thr.-  Master  Marl:etinq  Drqeini  zati  ons. 


'  'Sl''--      ^^^  Federal  Crop  Insurance 

j'wVf^-     Corporalion  is  an  agency  ol  ine 

»^-      '    DepartmenI  ot  Agncullure 
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,  United  States 

J\Ai_i/  Department  of 

"  "'  Agriculture 


Federal  Crop 

Insurance 

Corporation 


:i/83 


FEDERAL  CROP  lr-lSURAt<JCE  CORPORATION 
DELIVERY  SYSTEM  COST  REPORT 
FOR  YEAR  1932 


NATIONAL   REINSURED    MASTER 

TOTAL     COMPANIES   MARKETERS 
1 2 3 


ASCS 


FCIC 


1  PREMIUMS 

2  PERCENT  SHARE 


S3v/ , 000. 0 
100. OOOX 


$/ 9, 000.0    32£ 
19.S99/: 


:,74';.0 
■1.220X 


*370 . 0       *34 ,336.0 
0.093/:  8.787/: 


4  NO.     PRODUCERS 

5  PERCENT  SHARE 
6 

7  TOTAL  EXPENSE 

8  PERCENT  SHARE 
9 

10  RATIO 

1 1  COST    TO    PREM 


0 
0 . 000% 


u 
O.CiOO/l 


o 
0.  Oiji;)/; 


$153,349.7   *25, 309.1  «1 14, 302.0 
100.  0  0  0  X      16.299:-:     72.499  /; 


:.9.S87/: 


40. 


0.000/:    0.000/: 

S3, 574.0   SI  4. 164.6 
2.257V:      8.9457. 


V65. y4oV 


40.  6037. 


YEAR  1982 

As  o-f  ttiis  datt;,  -f  i.  nanci  •=!.  1  results  have  not  been  -finalized. 
PremiumB  written  in  1982  increased  5.2  percent  over  premiumB  written 
in  1931,  and  expenses  in  1932  increased  43. 1  percent  over  expenses 
incurred  in  1981.   The  increased  expense  w^is  necessary  in  order  to 
e;;Dand  the  Corporation's  resources  and  capr\bi  I  i  t  i  e^  so  that  it  (the 
Corporation)  would  be  able  to  process  the  additional  paperwork  that 
would  be  a  result  -from  the  budgeted  increase  in  premi  urns.  Premiums 
wer"e  budgeted  to  be  $432,000,000  however,  premiums  written  amounted 
to  only  5i397  million. 

I-f  the  Corporation  achieved  its  budget  the  cost  to  premium  ratio  -for 
F;einsured  Companies,  Master  Marketers,  ASCS  and  FCIC  would  have 
been;  30.0"/.,  37.3"C,  363.3/:  and  37.3/:,  respectively. 

As  a  re-iult  of  the  above,  the  total  cost  to  preniium  ratic?  increa=-ed 
41  percent  over-  1931.   The  ratios  -for  Master  Marketers  arid  FCIC 
(including  private  agents.)  increased  83  percent  and  49  percent, 
respect  i  v£?l  V,  ar-id  the  ratio  tar  the  F.'t?insur'ed  Comoanies  dtecreased  25 
percent.   The  cost  tc  premium  ratio  for  ASCS  increased  drastically 
as  a  result  o-f  an  allocation  o-f  the  increased  e;:penses  born  by  the 
Corpor.Htion,  and  the  -fact  that  ASCS  sold  less  than  5500,000  as 
compar-ed  to  over  *11  million  in  1931. 


.••'i^'-..       The  Federal  Crop  Insurance 
/^^j^'\    Corporation  is  an  agency  ol  trie 
■      ,^      -    Oepanmem  of  Agriculture 


258 


/f^A  United  Stales 
(IL^)))  Department  of 
^<^5^   Agriculture 


Federal  Crop 

Insurance 

Corporation 


'/17/B' 


FEDE-IRAL  CROP  lilSURANCE  CORPORATION 
DELIVERY  SYSTEM  COST  REPORT 
FOR  YEAR  1983 


MATIDNhL   REINSURED    MASTER 
TOTAL     COMPANIES   MARKETERS      ASCS 
1 2 3 4 


FCIC 


1  PREMIUMS 

2  PERCENT  SHARE 

s 

i80, 000.0 

I'jij.  oooy. 

$7 

-^40,  000.  0 
5(j.  0007. 

*3 

Jo, 000. 0 
45.  OOO'-l 

4  NO.  PRODUCERS 

5  PERCENT  SHARE 

0 

0.  000"C 

0 

0 .  00 '0/1 

0 
0.  0007. 

6 

7  TOTAL  EXPENSE 

8  PERCENT  SHARE 
9 

10  RATIO 

1  1  COST  TO  PREM 


*235, 200.0  5119,236.2  *1 12, 996. 3 
1 0  0 .  0  0  0  "i     50.6967.     48.043  7. 


34 . 5SS/ 


35.069/: 


SO.O      $34,000.0 
0.  OOili/l  5.  0007. 


0. 00 OX      0. OOOX 

$0.0    «2,967.5 
0.0007.      1.2627. 


0 .  0  0  0  7.  8.723  7. 


YEAR  1983 

The  1983  budaet  i-  for"  $680  million  with  Reinsured  Companies 
producing  half  the  premium.   19B3  will  be  the  last  year  that 
Prival-e  Auents  participate  in  the  program, 
that  FCIc"empIoyee-  participated  in  the  program. 


1982  was  the  last  year 


••"'i^''-..      The  Federal  Crop  insurance 

Z^AJm'';    Corporalion  IS  an  agency  ol  Ihe 

,^      ■    Depanment  pt  Agnculture 


* 
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^^5~^  United  Slates  Federal  Crop 

iL^-ij.'  Department  of  Insurance 

^iSs^   Agriculture  Corporation 


/ 17/83 


FEDERAL  CROP  INSURAIICE  CORPORATION 

DELIVERY  SYSTEM  COST  REPORT 

FOR  YEAR  19S4 

NATIOrjAL   REINSURED    MASTER 
TOTAL     COMPANIES   MARKETERS      ASCS        FCIC 
1 2 3 4 5 


1  PRLM I  Ur-IS  $350  „  000 .  0  5425 ,  000 .  0  S425 ,  000 .  0 

2  PERCENT  SHARE  100.0007.  50.000/;  50.000X 

4  NO.  PRODUCERS  O  0  0 

5  PERCENT  SHARE  0 .  0 Ci fj 7.  0 .  0 0 0 '/.  0.0 0 0 V. 
6 

7  TOTAL  EXPENSE  5273,937.0  $140,499.2  *133, 437.8 

8  PERCENT  SHARE  100.000/:  50.3d..0>:  49.640y. 
9 

10  RATIO 

11  COST  TO  PREM  32.322/1  33.059:':  32.535/: 


*0.0 

0. 

,  (JOO"; 

0 

0. 

.  ooij/: 

$0.0 

0, 

.  irnjo'^c 

*0. 

0 

0.  000'/. 

0 

0.0007. 

*0. 

0 

0.0007. 

YEAR  1934 

The  1934  budget  is  tcr-  $350  million  with  Reinsured  ComDijnies  and 
Ma'ster  Marh:eters  each  prDducin<3  half  the  premium.   ASCS  -for  1934,  as 
^c^r    yc^ar  1933  produced  an  insignificant  amount  of  business  and  was 
therefiDre  combined  with  Master  l-lar  l:eters . 


,^i^'-..       The  Federal  Cfop  Insurance 
/wlf^'-    Cofporaiion  is  an  agency  ol  the 
■      ^^.      '    Oepanmeni  ol  AgncuUufe 
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Mr.  Naylor.  But,  fundamentally,  the  soundest  and  best  delivery 
systems  are  the  ones  that  are  in  place.  There  are  a  number  of  rea- 
sons which  we  will  add  for  the  record  why  sales  levels  are  going  at 
the  rate  they  are.  And,  with  all  due  respect,  there  aren't  too  many 
of  the  committee  that  have  run  insurance  companies.  There  are  ob- 
jectives and  goals,  and  then  there  are  practical  business  consider- 
ations as  to  how  rapidly  any  business  can  soundly  expand,  and  that 
we  have  addressed  on  several  occasions  in  the  Agriculture  Commit- 
tee on  hearings  on  what  the  practical  feasible  rate  of  expansion  is 
and  how  quickly  you  can  expect  the  kind  of  results  we  might  look 
for. 

Mr.  English.  You  will  supply  for  the  record 

Mr.  Naylor.  Most  assuredly. 

Mr.  English  [continuing].  Where  any  discussions  took  place 
among  the  Board  members  on  the  subject,  any  statistical  informa- 
tion that  you  have? 

Mr.  Naylor.  We  will  provide  you  the  action  of  the  Board,  discus- 
sions related  to  that  and  the  policy  decisions  of  the  administration. 

Mr.  English.  Policy  decisions? 

Mr.  Naylor.  Yes,  sir. 

Mr.  English.  What  I  am  looking  for  is  statistical  information. 

Mr.  Naylor.  I  will  give  you  statistical  information  to  support 
that. 

[The  information  follows:] 

The  present  level  of  sales  results  can  be  attributed  to  a  number  of  things.  First, 
the  sagging  farm  economy  during  recent  years,  coupled  with  initiation  and  estab- 
lishment of  the  PIK  program  in  1983,  has  created  a  difficult  situation  for  sales  rep- 
resentatives in  that  PIK  itself  is  a  form  of  insurance  and  competes  with  crop  insur- 
ance. Also,  the  Corporation's  efforts  to  change  its  delivery  system  has  created  an 
environment  whereby  competing  delivery  systems  have  had  a  tendency  to  acquire 
business  already  sold  from  previous  years  rather  than  attempting  to  increase  par- 
ticipation by  new  sales.  A  stabilized  delivery  system  will  create  the  opportunity  for 
sales  representatives  to  concentrate  their  future  efforts  on  obtaining  new  business. 
This  will  result  in  much  higher  participation  in  future  years. 

Mr.  English.  Will  the  phaseout  also  preclude  the  Federal  Crop 
Insurance  Corporation  from  supplementing  the  sales  force  in  the 
geographic  areas  where  the  participation  and/or  sales  goals  are  not 
attained?  Mr.  Sprague? 

Mr.  Sprague.  We  expect  to  involve  the  Federal  Crop  Insurance 
Corporation  personnel  less  and  less  in  marketing.  We  expect  the 
private  sector  to  handle  the  marketing  period  in  time.  It  is  true 
that  we  have  used  some  resources  of  the  Corporation  in  the  last  2 
years  during  this  transition  period  to  the  private  sector  delivery 
system  to  assist  with  marketing  efforts,  but  I  regard  that  as  an  im- 
proper use  of  our  resources. 

There  are  other  places  that  we  need  to  use  them  worse,  in  my 
opinion. 

Mr.  English.  If  it  is  not  being  made  available  in  those  areas 

Mr.  Sprague.  It  is  being  made  available  and  is  being  offered  for 
sale  by  private  agents  who  understand  better  than  ever  before 
what  they  are  selling. 

Mr.  English.  You  are  telling  me  that  in  every  geographic  area  of 
the  United  States  that  this  will  be  offered? 

Mr.  Sprague.  That  is  our  objective  and  we  believe  that  private 
sector  agents  will  move  to  meet  the  needs. 
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Mr.  English.  Does  that  include  Brown  County,  Tex.,  where  it 
wasn't  offered  and  isn't  offered? 

Mr.  Sprague.  Now  we  are  back  to  cotton;  is  that  correct? 

Mr.  English.  We  are  back  to  offering  insurance  coverage  for  all 
the  crops  that  are  supposed  to  be  covered. 

Is  it  going  to  be  covered  in  this  county,  and  are  there  other  coun- 
ties like  that? 

Mr.  Sprague.  We  expect  to  make  offers  to  all  producers  and  in 
all  areas.  If  a  producer  requests  crop  insurance  and  he  is  a  cotton 
producer,  the  odds  are  that  we  can  insure  him. 

Mr.  English.  But  there  is  no  guarantee  he  is  going  to  get  cover- 
age offered  to  him  or  the  program  is  going  to  be  offered  to  him? 

Mr.  Sprague.  There  are  situations  under  which  that  would  be 
the  case.  If  he  breaks  new  ground  out  upon  which  there  is  no  pro- 
duction history,  he  may  well  find  himself  in  an  area  that  we  will 
refuse  to  classify  because  of  the  risks  that  are  related  thereto.  If  he 
has  a  history  whereby  he  has  committed  fraud  against  the  Corpora- 
tion in  the  past,  if  he  has  a  history  which  includes  failure  to  pay 
his  premium  rates  or  his  premium  costs,  he  may  find  himself  ineli- 
gible for  insurance. 

There  are  some  valid  reasons  for  refusing  insurance  to  a  produc- 
er. 

Mr.  English.  The  situation  in  Brown  County,  Tex.  is  not  one  of 
them,  is  it? 

Mr.  Sprague.  Not  as  you  described  it. 

Mr.  English.  It  was  ASCS  that  described  it. 

Mr.  Naylor.  The  official  involved  may  not  have  been  fully  aware 
of  the  details  or  procedure  himself.  I  think  in  this  case  it  would  be 
helpful  if  we  investigated  it  for  you  and  provided  an  appropriate 
answer. 

Mr.  English.  I  would  agree  that  it  would. 

I  guess  what  I  am  saying  here  is  that  until  you  have  investigated 
and  until  you  have  come  up  with  something  different,  we  are  going 
to  have  to  trust  this  employee. 

Mr.  Naylor.  I  am  sure  he  is  well-intentioned,  but  sometimes 
when  you  are  looking  at  it  from  a  very  narrow  perspective  you 
don't  always  have  all  the  information  at  your  disposal  that  I  would 
like  to  have.  We  will  check  on  this  and  give  you  a  precise  and  cor- 
rect answer  as  to  the  circumstances  in  that  country. 

Mr.  English.  Do  you  know  the  Deputy  Administrator  for  County 
Operations,  Department  of  Agriculture,  in  Washington,  D.C.,  Cla- 
rence L.  Tardy?  Do  you  know  that  fellow? 

Mr.  Sprague.  I  do. 

Mr.  English.  Do  you  think  he  knows  what  he  is  talking  about? 

Mr.  Naylor.  He  may  not  have  had  all  the  pertinent  information 
available  to  him.  If  you  will  permit  us,  we  will  check  with  them 
and  be  sure  that  the  proper  information  has  been  supplied  to  their 
office. 

Mr.  English.  Well,  again,  I  just  kind  of  want  to  read  to  you 

Mr.  Naylor.  I  understand.  I  suggest,  as  you  and  I  have  found  out 
before,  occasionally  communications  don't  work  as  well  as  they 
should.  We  will  check  it  for  you  and  be  sure  a  proper  answer  is 
provided  for  the  record. 

Mr.  English.  All  right. 
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How  long  does  it  take  to  process  individual  requests?  In  one  of 
these  counties,  like  Brown,  you  say  if  you  request  coverage  we  are 
going  to  give  him  coverage.  How  long  would  it  take  to  process  such 
a  request  in  a  county  where  you  don't  have  anything  offered? 

Mr.  Sprague.  It  involves  some  work  by  our  field  underwriter, 
who  is  the  one  who  actually  ends  up  helping  to  prepare  the  individ- 
ual agreement.  And  the  time  problem  should  not  be  a  problem  as- 
suming a  request  has  been  made  for  insurance  in  a  timely  fashion. 

Mr.  English.  So  can  that  fellow 

Mr.  Sprague.  That  means  prior  to  sales  closing  dates. 

Mr.  English.  So  he  can  figure  within  a  month  or  two  they  are 
going  to  have  somebody  up  there  to  look  at  him  and  try  to  give  him 
some  insurance;  is  that  right? 

Mr.  Sprague.  A  month  sounds  far  too  long.  In  most  cases,  it 
would  be  likely  less  than  a  week. 

Mr.  English.  The  1980  act  says  that  the  "*  *  *  (1)  Board  of  Di- 
rectors shall  to  the  maximum  extent  possible,  establish  or  use  com- 
mittees or  associations  of  producers  *  *  *  (2)  contract  with  private 
insurance  companies  *  *  *  and,  (3)  encourage  the  sale  of  Federal 
crop  insurance  through  licensed  private  insurance  agents  and  bro- 
kers." 

Another  section  of  the  statute,  the  Corporation  is  directed  to  es- 
tablish sales  through  reinsurance. 

Now,  certainly  you  seem  to  be  handling  sales  through  insurance 
companies,  independent  agents  and  brokers,  through  the  master 
marketing  plan,  and  the  reinsurance  requirement  is  being  met.  But 
I  don't  see  any  indication  of  the  Board  meeting  its  responsibility  to 
"establish  or  use  committees  or  associations  of  producers." 

And  the  question  is:  Why  has  this  particular  feature  of  the  law 
been  ignored? 

Mr.  Fosse,  would  you  like  to  address  that? 

Mr.  Fosse.  I  don't  have  any  specific  answer  to  the  question.  But 
among  things  that  occur  to  me  just  quickly  would  be  that  it  would 
take  a  considerable  amount  of  time  and  resources  to  organize  that 
category  and — in  other  words,  they  are  not  in  place.  The  other 
facilities  were  in  place  and  were  immediately  accessible.  The  major 
emphasis  was  placed  on  those. 

I  would  say  that  that  does  not  rule  out  forever  the  use  of  the 
other  category. 

Mr.  English.  But,  again,  if  you  are  looking  at  a  participation 
problem,  wouldn't  you  want  to  try  to  get  as  many  people  as  possi- 
ble out  there  selling  that  insurance? 

Mr.  Fosse.  Mr.  Chairman,  I  would  offer  this  observation:  I  think 
if  we  take  a  look  at  the  progress  that  has  been  made  in  extending 
the  availability  of  this  program,  extending  the  number  of  crops 
that  have  been  added,  the  2-year  history  of  activity  since  the  pas- 
sage of  the  act  is  one  of  the  most  dramatic  achievements  that  we 
can  point  to.  It  is  a  success  story.  There  remains  much  to  be  done. 

I  think  the  critical  thing  is  the  position  of  the  Corporation  along 
the  road  of  progress  toward  all  these  things  that  we  are  talking 
about. 

Mr.  English.  Well,  Mr.  Fosse,  the  problem  that  we  run  into  by 
the  simple  definition  of  "participation"  and  the  simple  requirement 
of  success  is  that  we  are  not  making  too  much  headway.  We  went 
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from  19  to  16  percent  to  no  better  than  16  percent  this  year,  and 
that  is  not  exactly  a  success  story  in  anyone's  book. 

I  again  remember  back  when  the  law  was  passed,  we  were  told 
by  Secretary  of  Agriculture  Bergland — and  I  brought  this  up  when 
we  had  our  hearing  at  the  Agriculture  Committee  and  the  Conser- 
vation Credit  Subcommittee — that  we  had  to  have  50-percent  par- 
ticipation at  least  for  this  program  to  be  classified  as  a  success. 
That  is  what  you  had  to  have — 50  percent.  And  we  are  a  long  way 
from  it  and  it  doesn't  look  like  we  are  moving  in  that  direction  too 
fast. 

So,  again,  the  thing  that  kind  of  keeps  me  wondering  is  why  we 
aren't  trying  to  get  out  there  and  maximize  the  number  of  people 
that  we  can  trying  to  sell  crop  insurance;  and  even  granted  the 
fact,  as  Mr.  Naylor  says,  it  may  be  complicated,  and  I  certainly 
would  agree,  that  you  would  want  people  that  are  well-schooled  in 
the  sale  of  insurance — but  surely  you  are  talking  about  a  tremen- 
dous resource  here  using  committees  and  associations  of  producers. 
My  goodness,  that  is  the  very  folks  you  want  to  sell  to,  and  nothing 
would  inspire  confidence  faster  than  for  those  people  to  be  heavily 
involved,  it  would  seem  to  me. 

Mr.  Naylor.  Mr.  English,  Farmers  Union,  Farm  Bureau  compa- 
nies which  I  think  would  probably  in  one  sense  classify  as  associ- 
ations of  producers,  the  Farm  Credit  System  is  preparing  through 
its  collateral  services  in  conjunction  with  private  companies,  are 
extensively  involved.  I  think  that  probably  fits  into  the  general 
idea  that  was  being  presented  there  as  far  as  that  section  of  the 
law  is  concerned. 

There  are  a  number  of  factors  involved  in  the  expansion  of  this 
program  and  a  number  of  measures.  Participation,  as  a  percentage 
of  supposed  acreages  eligible,  is  one.  On  the  other  side  of  the  coin,  I 
think  Mr.  Fosse  is  correct  in  the  sense  it  is  a  success  story.  Our 
business  quadrupled  in  the  last  3  years,  a  little  over  2  years,  which 
is  in  any  measure  of  any  corporation  in  the  insurance  business  in 
this  country  a  phenomenal  rate  of  expansion. 

To  do  that  and  do  it  with  reasonable  administrative  success  is  no 
record  to  be  ashamed  of. 

Mr.  English.  I  always  understood  the  Farm  Bureau  was  an  in- 
surance company. 

Mr.  Naylor.  They  also  have  an  extensive  membership  of  farmers 
in  this  country  who  give  direction  to  what  that  company  is  going  to 
do  and  what  kind  of  services  it  is  going  to  provide. 

Mr.  English.  People  have  to  buy  insurance  to  belong  to  the  asso- 
ciation, so  you  are  talking  about  a  mutual  fund.  That  is  not  exactly 
what  you  would  call  an  association  of  producers. 

We  have  listed  here  contract  with  private  insurance  companies. 
They  would  certainly  fit  under  that  category. 

Mr.  Naylor.  They  also  get  their  direction  from  their  farmer 
members  in  their  insurance  operations,  and  what  they  undertake.  I 
should  let  them  respond  to  that  point. 

The  area  you  are  basically  talking  about,  the  cooperative  organi- 
zations in  the  farm  system — and  there  are  several,  including  the 
farm  credit  system— it  is  as  part  of  its  collateral  services  that  are 
in  the  process  of  beginning  to  make  available  that  insurance. 
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Mr.  English.  I  thought  they  were  a  licensed  private  insurance 
agent  or  a  broker  there.  Wouldn't  they  fit  under  that  category? 

Mr.  Naylor.  In  most  States,  you  have  to  have  that  anyway  to 
sell  insurance. 

Mr.  English.  I  see.  Maybe  then  what  we  are  talking  about  are  a 
different  kind  of  folks.  Maybe  when  we  are  talking  about  commit- 
tees and  associations  of  producers,  we  don't  mean  licensed  insur- 
ance agents  or  brokers  and  we  don't  mean  private  insurance  com- 
panies; the  law  means  associations  of  producers. 

Mr.  Naylor.  I  think  certainly  at  least  from  my  perspective,  I 
don't  expect  every  member  of  a  cooperative  to  go  out  and  be  en- 
gaged directly  in  a  particular  service  activity  of  that  cooperative, 
but  I  do  expect  them  to  direct  their  management  as  to  what  they 
expect  in  the  way  of  services.  While  the  interpretation  in  the  origi- 
nal intent  of  law  may  be  somewhat  different,  certainly  that  is  the 
type  of  organization  that  you  are  addressing. 

Mr.  English.  The  thing  that  intrigues  me  is  that  what  we  are 
looking  at  here  is  a  problem  with  participation.  The  reason  I  keep 
kind  of  working  at  that  a  bit,  it  seems  kind  of  strange  to  me  that  if 
you  have  a  problem  with  participation  you  would  want  to  get  as 
many  people  helping  you  as  you  possibly  can,  particularly  when 
the  law  sets  it  out  as  to  who  you  can  go  to  for  help.  You  know,  if 
the  ship  is  sinking,  you  are  going  to  grab  any  lifeline  that  anybody 
throws  you.  And  it  looks  to  me  like  you  have  got  a  lifeline  that  has 
been  laying  in  the  water  and  you  don't  like  the  color  of  it  so  you 
are  swimming  around  hunting  another  lifeline. 

Mr.  Naylor.  The  10,000  agents  nationwide  comes  out  to  3  per  ag- 
ricultural county.  I  don't  think  there  is  a  shortage  of  sales  force 
available  that  can  be  contacted  by  any  producer  that  wants  the  in- 
surance. That  sales  force  is  expanding.  I  dare  say  that  you  and  the 
other  members  of  your  committee  and  the  Agriculture  Committee 
would  call  us  severely  to  task  if  we  turned  loose  on  the  American 
farmer  untrained,  unqualified  people  selling  a  product  which  they 
did  not  understand  or  were  not  adequately  prepared  to  handle  and 
the  misrepresentations  and  claims  that  would  result.  And  we  have 
had  some  of  those  as  a  result  of  not  using  licensed  agents  in  the 
first  year  of  operations. 

I  dare  say  you  would  rake  me  over  the  coals  for  having  done  so, 
and  we  wouldn't  have  been  serving  the  American  farmer. 

Mr.  English.  We  wouldn't  rake  you  over  the  coals  because  you 
offered  to  allow  them  to  sell  insurance,  particularly  if  they  had  to 
have  a  license  in  any  State.  They  have  to  take  a  test.  If  I  remember 
correctly,  at  least  the  State  of  Oklahoma — and  I  assume  the  same 
is  true  in  other  States — everybody  selling  insurance  has  to  undergo 
stringent  testing. 

I  would  assume  you  wouldn't  turn  anybody  loose  saying  here  is  a 
policy;  go  ahead  and  sell  it. 

Mr.  Naylor.  No,  sir.  For  those  people  to  become  trained,  to  go 
through  a  testing  process,  I  don't  think  that  you  will  find  a  number 
of  people  willing  to  do  that  and  give  up  their  business  activities  at 
the  prospect  of  a  few  sales  in  the  country  for  a  relatively  small 
commission.  They  are  few  and  far  between. 

Mr.  English.  The  point  it  comes  down  to  is  that  you  are  desper- 
ately in  need  of  additional  participation  in  the  program.  That  is 
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the  bottom  line.  You  are  desperately  in  need  of  that.  It  seems  to 
me  that  you  would  be  a  little  more  aggressive  than  what  you  seem 
to  be. 

The  impression  I  am  getting  here — and  maybe  I  am  wrong — is 
that  you  are  sitting  back  and  saying  what  we  have  is  fine  and  ev- 
erything is  going  to  be  great.  We  have  kind  of  redone  the  actuarial 
tables  a  little  bit.  Give  us  some  time  and  down  the  road  some  time 
all  this  is  going  to  work  out.  We  can't  tell  you  when,  though. 

I  don't  get  the  feeling  that  you  are  in  there  digging  and  scratch- 
ing and  clawing.  What  seems  to  have  to  be  done,  you  are  going  to 
have  to  sell.  Any  insurance  man  I  ever  ran  into,  he  sells.  He 
doesn't  just  go  out  there  and  say,  "If  you  ever  need  me  and  want 
insurance,  come  around." 

Mr.  Naylor.  That  is  why  we  are  using  professional  agents  and 
not  waiting  for  people  to  walk  in  the  door  of  ASCS.  We  are  not  sit- 
ting still.  And  we  are  selling,  but  trying  to  do  it  in  a  responsible 
business-like  fashion  that  you  would  find  acceptable  and  appropri- 
ate use  of  the  taxpayers'  dollars  and  in  the  farmer's  interest. 

Mr.  English.  I  know  you  told  me  that  you  had  a  commitment 
that  you  were  going  to  have  to  make.  Whenever  you  arrive  at  that 
point,  without  objection  we  will  excuse  Mr.  Naylor  and  try  to  carry 
on  with  Mr.  Sprague  and  the  rest  of  the  Board  members. 

Mr.  Naylor.  I  am  very  appreciative  of  that.  Probably  in  the  next 
10  or  15  minutes,  with  your  permission,  I  think  I  can  sprint  fast 
enough. 

Mr.  English.  Mr.  Sprague,  what  is  your  goal  for  participation? 

Mr.  Sprague.  As  I  indicated  in  my  prepared  remarks,  long  terni, 
we  hope  to  have  the  majority  of  producers  in  this  program.  Obvi- 
ously, we  are  not  going  to  meet  the  projections  made  to  last  year's 
Budget  Committee  for  1983.  We  felt  that  there  was  at  the  time  we 
made  budget  presentations  a  good  opportunity,  a  good  expectation 
of  reaching  those  levels.  That  has  not  materialized  and  I  think  I 
can  point  to  a  number  of  reasons  why  that  has  not  materialized. 

Mr.  English.  How  did  you  select  the  goal?  Over  50  percent  you 
are  talking  about.  I  ought  to  try  to  tie  you  down  more.  Are  you 
talking  about  60,  70,  80  percent?  What  do  you  think  that  you  can 
realistically  come  up  with? 

Mr.  Sprague.  No  crop  insurance  program,  no  crop  hail  insurance 
program  has  ever  attracted  a  significant  number  of  producers  in 
excess  of  20  or  25  percent.  Perhaps  those  goals  were  unrealistically 
high.  Anything  at  50  percent  or  higher.  We  have  got  to  recognize 
that  a  certain  segment  of  the  agricultural  producers  in  this  Nation 
do  not  feel  a  need  for  insurance,  a  crop  insurance  program  at  this 
time.  I  believe  that  with  an  adequate  equitable  program,  the  kind 
of  a  program  that  we  intend  to  offer  them,  we  will  be  making  an 
offer  that  will  be  very  difficult  for  every  individual  to  refuse. 

Mr.  English.  But  again,  Mr.  Sprague,  going  back  to  when  this 
law  was  written,  this  was  one  of  those  questions  that  we  got  into 
pretty  hot  and  heavy,  it  was  stated  not  that  it  would  be  nice  to 
have^50  percent,  but'it  was  stated  that  in  order  for  the  program  to 
float,  to  stay  alive,  it  had  to  have  50  percent  of  participation.  That 
was  the  reason  that  we  had  the  involvement  of  the  subsidy  to 
achieve  that  50-percent  level,  that  it  had  to  arrive  at  that  point. 
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Mr.  Sprague.  Generally  speaking,  I  concur  with  that  as  a  long- 
term  goal.  I  think  it  is  unrealistic  to  expect  that  this  Corporation 
or  any  major  business  can  double  every  year  in  its  business.  I  think 
we  should  have  established  some  more  reasonable  expectations  for 
growth  than  were  established. 

Mr.  English.  I  would  assume  from  what  you  are  saying  then 
that — the  next  question  is  how  did  you  select  this  goal?  I  would 
assume  that  I  have  answered  my  own  question,  that  you  have  an- 
swered the  question,  basically  we  go  back  to  the  original  formation 
of  the  program;  that  you  have  to  have  50  percent  for  it  to  be  a  suc- 
cessful program,  so  it  has  to  have  a  majority.  That  is  your  goal  to 
make  a  successful  program  out  of  it,  I  would  assume? 

Mr.  Sprague.  We  have  moved  to  develop  what  I  consider  far 
more  attractive  contracts  for  individual  producers.  I  think  we  not 
only  have  a  better  product,  I  think  we  have  a  better  delivery 
system  in  place  than  we  had  before.  I  think  we  have  an  agency 
which  is  capable  of  performing  its  responsibilities  in  a  more  timely 
fashion,  in  other  words,  provide  better  service  to  producers  than 
before. 

We  expected  that  each  of  these  things  combined  with  our  aggres- 
sive efforts  at  promotion  and  information  and  advertising  would 
lead  to  additional  sales  for  1983.  That  has  not  occurred  and  we  feel 
that  the  primary  reason  it  has  not  occurred  is  the  influence  of  the 
payment-in-kind  program,  coupled  with  the  inability  of  many  pro- 
ducers in  this  country  to  consider  optional  expenditure  and  crop  in- 
surance is  an  optional  expenditures  at  this  point  in  time. 

Mr.  English.  What  I  was  saying  earlier,  your  goal  is  to  make  a 
successful  program  of  this? 

Mr.  Sprague.  It  is. 

Mr.  English.  Therefore,  you  have  to  have  50  percent  to  do  that. 
The  cancellation  rate  has  been  pretty  high.  Do  you  know  why  that 
has  happened? 

Mr.  Sprague.  Cancellation  rates  are  really  difficult  to  assess 
sometime.  We  do  know  that  a  rather  sizable  portion  of  those  people 
who  have  canceled  Federal  crop  insurance  contracts  have  either  re- 
instated or  transferred  to  a  reinsured  company.  Our  experience  in 
the  past  2  years  has  been  higher  than  was  the  general  rule 
through  the  seventies  and  the  earlier  years  of  the  program. 

I  think  we  can  lay  the  blame,  if  you  want,  for  that  increased 
level  of  cancellations  on,  in  many  cases  inadequate  service  in  1981 
and  1982  by  the  Corporation. 

We  simply  were  not  prepared  to  handle  all  of  the  additional  new 
business  that  we  secured.  I  think  we  have  corrected  many  of  the 
problems  that  existed  during  that  period  of  time.  I  think  we  are  in 
a  position  to  offer  better  service  today.  But  that  may  well  have  had 
a  major  role  to  play  in  the  determinations  of  insureds  to  cancel 
their  policies. 

Mr.  English.  Can  you  provide  for  the  record  that  cancellation 
rate  for  the  last  couple  3  years? 

Mr.  Sprague.  We  can. 

[The  information  follows:] 
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1981 


1982 


1983 


*  Carryover  Crops  Insured 

*  Carryover  Crops  Cancelled 

Percent  Cancelled 

(including  transfers  to 
Reinsured  Company) 

Crops  Transferred  to  a 
Reinsured  Company 

Percent  Cancelled 


326,256  481,380  394.184 

36,678  174,497  112,665 

11.2  36.2  28.6 

0  51,966  39,249 


11.2 


25.5 


18.6 


*  The  crop  insurance  policies  are  continuous  policies  that  remain  in  force 
from  year  to  year.  Carryover  Crops  Insured  is  the  number  of  crops  insured 
the  previous  year  for  which  the  policy  could  have  been  cancelled  or  allowed 
to  remain  in  force.  Carryover  Crops  Cancelled  is  the  number  of  crops 
insured  the  previous  year  for  which  the  policy  was  cancelled  or  transferred 
to  a  reinsured  company. 

Mr.  English.  In  the  area  of  master  marketers — as  I  understand 
the  operation  of  an  independent  insurance  agent  or  broker,  he  is 
contracted  to  offer  insurance  from  a  number  of  different  companies 
for  a  number  of  different  coverages,  life  insurance,  casualty  and 
what  all.  He  makes  his  living  by  selling  those  policies  and  there- 
fore he  would  naturally  budget  his  time  to  sell  those  policies  which 
best  increase  his  income. 

I  am  concerned  whether  the  compensation  offered  through 
master  marketing  is  adequate  to  compete  with  other  lines  that  the 
insurance  agent  represents.  We  are  talking  about  dollars. 

Mr.  Sprague,  how  did  you  select  the  commission  level  and  did 
you  consider  a  dollars-per-policy  type  of  approach? 

Mr.  Sprague.  To  the  best  of  my  knowledge,  we  did  not  consider  a 
dollars-per-policy  type  approach.  The  commission  levels  that  were 
adopted  by  the  Corporation  were  chosen  because  it  was  the  best  es- 
timate of  management  of  the  Federal  Crop  Insurance  Corporation 
that  these  levels  approximated  the  kind  of  compensation  rates  that 
those  agents  were  receiving  from  other  lines  of  business,  and  be- 
cause we  felt  that  the  adopted  rates  would  be  sufficient  to  encour- 
age agents  to  make  the  maximum  effort  to  sell  crop  insurance. 

Mr.  English.  How  does  this  compare  with  other  types  of  commis- 
sions offered  on  other  types  of  insurance? 

Mr.  Sprague.  We  felt  they  were  in  line  for  direct  relationship  to 
the  amount  of  effort  required  by  the  agent. 

Mr.  English.  Mr.  Fosse,  can  you  shed  a  little  light  on  this? 

Mr.  Fosse.  Of  course  the  line  of  business  I  am  familiar  with  is 
the  crop  hail  business.  Nationally,  the  average  commission  paid  to 
agents  as  a  percent  of  premium  is  on  the  order  of  19  or  20  percent. 
Now,  you  have  to  realize  that  when  we  talk  about  premium  in  the 
private  sector,  we  are  talking  about  the  three  components  of  premi- 
um consisting  of  what  it  takes  to  pay  loss,  to  run  the  business,  plus 
the  profit  factor. 


268 

Generally  speaking,  the  amount  of  the  premium  allocated  to  loss 
payment  is  on  the  order  of  60  percent  as  a  national  average.  If  we 
relate  that  being  the  pure  premium  to  the  Federal  crop  policy, 
which  is  totally  pure  premium,  in  other  words,  what  the  farmer  is 
charged  is  only  the  portion  necessary  to  pay  losses,  then  the  com- 
pensation levels  as  a  percent  of  premium  are  very  comparable. 

Mr.  English.  Mr.  Sprague,  where  does  the  Corporation  get  its 
commission  payments? 

Mr.  Sprague.  Where  does  the  Corporation  get  commission  pay- 
ments? Commission  payments  to  agents  and  expense  reimburse- 
ments to  private  companies  all  come  out  of  appropriated  funds. 
They  do  not  come  out  of  the  premium  fund.  They  are  not  paid  by 
producers. 

Mr.  English.  It  comes  out  of  the  Federal  Treasury? 

Mr.  Sprague.  Yes.  They  are  appropriated  funds. 

Mr.  English.  What  portion  of  the  commission  does  the  selling 
agent  get? 

Mr.  Sprague.  Well,  the  agent  has  a  contract  with  the  agency.  In 
most  cases,  the  selling  agent  is  receiving  15  percent  for  new  busi- 
ness and  10  percent  for  carryover  business  with  the  agency  retain- 
ing 3  percent  under  our  current  agency  sales  and  service  agree- 
ment. 

Mr.  English.  Mr.  Naylor,  since  you  are  still  here,  how  did  you  go 
about  developing  the  first  master  marketer  plan? 

Mr.  Naylor.  Frankly,  I  was  not  involved  in  that,  Mr.  Chairman. 
That  was  done  before  we  assumed — the  present  management  team 
assumed  responsibility  within  the  agency.  We  have  continued  to 
review  it  and  feel  that  it  is  an  equitable  contract  and  that  it  fairly 
compensates  those  that  are  involved  in  that  business. 

Mr.  English.  Can  you  supply  that  information  for  the  record  as 
to  how  it  was  first  developed? 

Mr.  Naylor.  We  will  be  happy  to  do  that. 

[The  information  follows:] 

Commissions  were  based  on  standard  commissions  being  paid  by  a  private  indus- 
try to  independent  agents.  To  this  figure  was  added  an  expense  factor  developed  as 
a  result  of  studying  FCIC  expenses  for  administration  and  supervision.  The  purpose 
of  the  Master  Marketing  plan  is  to  permit  a  few  companies  to  supervise  the  agent 
force,  thus  utilizing  FCIC  manpower  in  more  of  an  oversight  function. 

Mr.  English.  What  process  do  you  follow  in  making  adjustments 
or  changes  in  the  overall  agreement? 

Mr.  Naylor.  Professionals  in  the  management  team  review  gen- 
erally and  with  the  marketers  themselves  the  terms  of  the  con- 
tract, the  expenses  and  the  other  factors  involved  in  that  operation, 
and  prepare  for  the  Board's  review— including  mine  as  part  of  the 
Board— recommendations  at  contract  renewal  time  as  to  any 
changes  which  may  be  appropriate.  The  Board  has  made  liberal 
use  of  our  technical  people  within  the  agency  to  ask  and  evaluate 
those  recommendations  as  they  have  been  made. 

Mr.  English.  Under  the  1983  master  marketer  agreement,  the 
standard  commission  level  on  new  business  is  18  percent  of  the  pre- 
mium, as  I  understand  it. 

Mr.  Naylor.  That  goes  to  the  master  marketer.  The  individual 
agent  then  enters  into  a  contract  with  the  master  marketer.  In 
most  cases,  they  are  paid  15  percent  on  new  business,  10  percent  on 
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renewal,  although  in  some  cases  it  can  be  slightly  different  depend- 
ing on  the  arrangement  with  the  contractor,  which  compares  favor- 
ably to  the  casualty  industry  as  a  whole. 

Mr.  English.  When  the  premium  rises  above  a  certain  dollar 
amount,  then  the  commission  is  reduced. 

Mr.  Naylor.  On  very  large  policies,  there  is  a  reduction  in  scale 
for  the  individual  contract  as  the  premium  becomes  quite  large.  I 
think  you  will  find  that  standard  in  the  insurance  industry.  It  was 
in  the  area  that  I  came  from,  that  you  reach  a  reasonable  limita- 
tion as  to  what  commission  should  be  paid  out  and  adjustments  are 
made  on  these  very  large  contracts. 

Mr.  English.  Looking  at  it  from  the  Corporation  standpoint,  this 
would  seem  to  be  something  of  a  disincentive  for  agents  to  spend 
much  time  at  all  with  larger  farmers  who  might  statistically  have 
smaller  losses  and  therefore  less  of  a  loss  to  the  Corporation. 

Mr.  Naylor.  Not  necessarily  so.  It  is  still  only  one  sales  call  and 
on  a  pretty  large  contract,  that  is  a  fair  commission  for  one  sales 
call.  The  vast  majority,  our  average  farm  contract  is  about  80  acres 
and  on  that  basis,  the  commission,  while  not  that  large,  is  an  equi- 
table one.  The  very  large  producers  still  represent  one  sales  call 
and  when  you  do  sell  a  large  contract,  it  is  a  significant  commis- 
sion that  is  well  worth  earning. 

Mr.  English.  So  you  think  that  because  of  the  size  of  the  farm 
itself,  that  will  be  enough  even  though  he  doesn't  get  as  high  a 
commission? 

Mr.  Naylor.  The  dollar  payment  for  that  sale  is  substantial  on 
the  large  farms  and  certainly  I  think  a  fair  compensation  for  the 
work  that  is  involved.  It  is  very  comparable  to  what  is  general 
practice  in  the  insurance  business. 

Mr.  English.  Mr.  McFarlane,  is  there  a  bias  in  the  agreement 
that  would  entice  an  agent  to  concentrate  on  selling  policies  to  bad 
risks?  With  commissions  based  on  the  premium,  the  premium  is 
higher  for  known  bad  risks,  so  the  income  of  the  agent  goes  up  for 
every  bad  risk  policy  that  he  sells,  isn't  that  correct? 

Mr.  McFarlane.  That  would  be  under  your  individual  yield  con- 
cept, Mr.  Chairman? 

Mr.  English.  No.  That  would  be  under  the  all-risk,  all-crop  in- 
surance, all  policy. 

Mr.  Sprague.  The  premium  adjustment. 

Mr.  English.  So  the  higher  the  premium,  the  more  commission 
that  the  agent  earns.  So  if  you  have  a  bad  risk  out  there,  his  pre- 
miums are  going  to  be  higher  than  the  fellow  with  the  low  risk.  If 
you  have  two  farmers  with  the  same  amount  of  ground,  wouldn't 
you  sell  to  the  guy  who  is  the  worst  risk  because  that  is  where  you 
are  going  to  get  the  most  money? 

Mr.  McFarlane.  As  an  agent,  on  the  other  hand,  I  might  think 
that— I  might  more  easily  sell  a  policy  to  the  other  type  of  grower 
in  that  his— the  grower  who  had  the  lesser  risk  might,  smce  he  is 
getting  more  for  his  money,  he  might  be  an  easier  sale. 

Mr.  English.  But  they  are  supposedly— given  the  way  that  we 
are  set  up  under  the  risks,  supposedly  each  farmer  would  be  as- 
sessed a  rate  that  would  be— would  indicate  the  risk  that  you 
would  have.  So  from  the  chance  of  likelihood  of  a  loss,  they  should 
be  equal  as  far  as  what  they  are  paying,  isn't  that  correct? 
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Mr.  McFarlane.  In  our  State,  one  of  the  problems — take  the 
cotton,  the  insurance  to  cotton  producers,  for  example.  The  historic 
way  that  crop  insurance  has  been  offered  on  an  area  average,  the 
policy  was  not  attractive  to  the  better  producer,  to  the  higher  yield- 
ing producer.  And  I  think  in  general  the  moves  that  the  Board  and 
the  Corporation  is  taking  will  result  in  policies  that  are  attractive 
to  the  higher  yielding — to  the  producers  with  higher  yield  experi- 
ence. 

I  think  that  it  would  follow  that  the  agents  will  be  spending — 
where,  in  the  past,  an  agent  would  have  said,  "Well,  I  would  have 
been  ignoring  the  higher  producers  because  of  that  fact,"  that  he 
will  be  in  the  future  looking  at  the  spectrum  of  producer  rather 
than  the  one  at  average  or  below. 

Mr.  English.  But  what  we  are  talking  about  here  is  risk.  What 
we  are  attempting  to  do  is  to  look  at  farmers  and  say  each  farmer 
is  going  to  be  paying  his  own  share  of  the  load.  And  so  the  premi- 
ums that  they  are  charged  should  be  identical  from  the  standpoint 
of  the  risk  that  they  have,  according  to  their  history.  But  as  far  as 
the  agent  is  concerned,  it  doesn't  make  any  difference  to  him.  In 
fact,  it  might  be  easier  to  sell  the  guy  with  the  higher  premiums 
because  you  can  make  the  case  he  has  the  higher  risk. 

If  you  are  going  to  spend  your  time  at  different  ends  of  the 
county,  you  are  going  to  go  to  the  high-risk  end  of  the  county, 
wouldn't  you,  where  you  have  a  better  chance  of  getting  higher 
commissions? 

Mr.  Sprague.  Let  me  respond  to  that.  The  economic  incentive  of 
an  agent  is  to  achieve  a  commission,  yes,  very  frankly.  It  also  is  an 
economic  incentive  to  spend  his  time  where  he  thinks  he  can  make 
a  sale,  and  we  certainly  would  agree  with  that.  But  the  only  appro- 
priate schedule  for  compensation  for  an  agent  is  one  that  is  tied  to 
the  premium  that  is  collected  on  that  policy.  To  propose  anything 
else  is  to  propose  a  kind  of  compensation  schedule  for  which  there 
would  be  little  capability  to  administer  fairly. 

So  our  compensation  to  an  agent  is  tied  to  the  premium  collect- 
ed, and  premium  varies  from  contract  to  contract  according  to  a 
number  of  features,  acreage  is  one  of  them,  the  premium  adjust- 
ment table  which  relates  to  experience  is  one  of  them.  There  are  a 
number  of  factors  involved  in  how  much  commission  is  due  on  a 
specific  policy,  and  it  bears  a  direct  relationship  to  premium  in  all 
instances.  And  it  is  the  only  fair  and  equitable  way  we  have  been 
able  to  design  for  compensation  of  agents. 

Mr.  English.  The  only  thing  we  are  looking  at  here,  Mr.  Spra- 
gue, is  the  question  as  to  whether  or  not  there  is  a  built-in  incen- 
tive to  sell  to  the  high-risk  person,  and  if  you  have  got  it  built  on 
the  commission,  what  I  am  asking  you  is,  well  then,  isn't  that  the 
incentive  for  the  insurance  agent;  he  is  trying  to  make  as  much 
money  as  he  possibly  can — isn't  the  incentive  there  for  him  to  go  to 
where  he  is  going  to  make  the  highest  commission? 

Mr.  Sprague.  I  think  the  insurance  agent  is  going  to  go  any- 
where where  he  can  make  a  commission  that  exceeds  the  cost  of 
his  trip. 

Mr.  English.  Isn't  he  naturally  going  to  go  where  he  can  make, 
the  most  money?  That  is  what  any  private  businessman  would  do,j 
wouldn't  he? 
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Mr.  Sprague.  He  may  well  make  the  most  money  in  the  larger 
operation  in  the  lower  risk  area  if  he  has  to  choose  between  the 
two. 

Mr.  English.  There  is  nothing  to  say  that  you  are  going  to  have 
high-  and  low-risk  areas,  and  nothing  to  say  you  are  going  to  have 
as  many  farmers  in  the  high-risk  area  as  in  the  low-risk  area,  is 
there? 

Mr.  Sprague.  In  an  agent's  territory,  there  will  not  be  a  wide 
range  between  premium  in  terms  of  percent  of  liability  assumed. 
The  high-risk  areas,  generally  speaking,  have  lower  yield  guaran- 
tees. As  a  result,  the  premium  cost  per  acre  in  a  high-risk  area 
may  be  about  the  same  as  the  premium  cost  per  acre  in  a  low-risk 
area  because  of  the  differences  in  yield  guarantees.  We  calculate 
premium  as  a  percentage  of  the  liability  assumed,  and  liability  is 
calculated  by  multiplying  the  guaranteed  production  times  the 
price  election,  and  on  the  low-risk  ground  or  low-risk  areas,  you 
have  higher  production  guarantees,  and  as  a  result,  you  may  well 
have  a  higher  premium  cost  per  acre  on  a  lower  risk  area. 

But  the  yield  guarantee  is  higher.  The  potential  liability  is 
higher. 

Mr.  English.  But  again,  Mr.  Sprague,  it  is  my  understanding 
that  your  policies  are  based  on  the  risk  in  a  given  area. 

Mr.  Sprague.  That  is  only  part  of  it. 

Mr.  English.  That  is  the  big  part,  is  it  not? 

Mr.  Sprague.  It  is  the  yield  guarantee  times  risk. 

Mr.  English.  So  we  have  yield  guarantee.  Now,  if  you  have  the 
yield  guarantee  in  a  high-risk  area  and  a  yield  guarantee  in  a  low- 
risk  area  and  both  of  the  yield  risk  guarantees  are  identical 

Mr.  Sprague.  But  they  won't  be.  That  is  not  the  real  world. 

Mr.  English.  Explain  that. 

Mr.  Sprague.  A  low-risk  area  will  naturally  have  lower  average 
production  over  a  period  of  time  and  in  the  manner  in  which  we 
calculate  our  yield  guarantees,  they  will  have  a  lower  guarantee. 

Mr.  English.  Mr.  Fosse. 

Mr.  Fosse.  You — Mr.  Sprague — should  repeat  that  statement. 

Mr.  Sprague.  I  am  advised  that  I  twisted  my  tongue.  I  will  start 
over. 

In  the  high-risk  area  the  yield  guarantee  is  going  to  be  lower 
than  it  would  have  been  in  the  low-risk  area.  And  let's  just  say 
that  is  the  basis  for  area  yield  guarantees. 

Mr.  English.  So  you  can  assure  me  that  it  is  all  going  to  equal 
out  as  far  as  that  agent's  commission? 

Mr.  Sprague.  I  don't  think  it  will  make  a  bit  of  difference  in  the 
long  run. 

Mr.  English.  Mr.  Sprague,  you  have  had  problems  in  quality 
control  on  papers  submitted  to  the  Corporation  through  master 
marketers,  I  understand. 

Mr.  Sprague.  Problems  on  what  kind  of  control? 

Mr.  English.  Quality  control.  We  are  familiar  with  paperwork 
up  here. 

Mr.  Sprague.  Yes,  we  handle  a  rather  substantial  volume. 

Mr.  English.  You  have  indicated  in  statements  to  Congress  that 
the  situation  is  being  improved  through  management  areas  in  the 
Corporation.  Wouldn't  it  be  possible  to  require  the  master  mar- 
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keters  to  do  more  for  the  Corporation  so  that  your  resources  could 
be  devoted  to  areas  more  important  to  the  future  of  the  Federal 
Crop  Insurance  Corporation? 

Mr.  Sprague.  Perhaps.  _ 

Mr.  English.  Have  you  got  any  ideas  along  that  line?  | 

Mr.  Sprague.  Well,  we  have  looked  very  closely  at  the  whole 
matter  of  paper,  and  we  have  some  provisions  in  our  contract  that 
have  a  tendency  to  provide  an  incentive  for  quality  paper.  We  are 
continually  reviewing  the  provisions  in  agreements  like  the  agency 
sales  and  service  agreement.  There  is  no  question  in  my  mind  buti 
what  we  are  very  interested  in  quality  paper. 

If  errors  can  be  corrected  at  a  lower  level  before  they  reach  our 
Kansas  City  office,  it  costs  less  to  the  taxpayer.  We  are  willing  to! 
listen  to  most  any  plan  to  be  presented  by  an  agency  operating 
under  an  agreement  with  us  for  improvement  of  the  system.  We 
have  made  some  major  changes  in  the  system  for  1983.  The  train- 
ing that  has  been  provided  agents,  I  think,  will  improve  the  situa- 
tion. 

We  have  done  a  number  of  other  things  that  I  think  will  contrib- 
ute to  the  flow  of  better  paper  to  the  Corporation. 

Mr.  English.  Have  you  done  any  evaluation  or  review  of  the 
compensation  rates  to  see  if  they  are  fair  and  equitable  and  cost 
effective? 

Mr.  Sprague.  We  have  an  almost  continuous  review  of  compen- 
sation rates  under  each  of  our  agreements.  They  have  recently 
been  reviewed.  The  Board  of  Directors  of  the  Federal  Crop  Insur- 
ance Corporation  only  yesterday  approved  compensation  schedules 
effective  for  the  1985  crop  year,  which  will  begin  1  year  hence,  July 
1,  1984.  Essentially,  we  made  little  adjustments  to  the  compensa- 
tion schedule.  It  was  agreed  that  this  was  not  the  time  to  make 
major  changes  to  that  schedule. 

Mr.  English.  Mr.  Askew,  do  you  feel  like  it  is  fair,  equitable,  and 
cost  effective? 

Mr.  Askew.  What,  Mr.  Chairman,  is  fair  and  equitable?  What 
are  you  referring  to? 

Mr.  English.  Compensation  rates.  Do  you  feel  like  they  are  fair 
and  equitable  and  cost  effective?  Have  you  done  a  review  of  it? 

Mr.  Askew.  Any  review  I  have  done  is  insurance  agents  that  I 
know  personally. 

Mr.  English.  But  as  a  member  of  the  Board,  you  have  not  been 
provided  with  any  kind  of  information,  any  study 

Mr.  Askew.  Oh,  yes.  The  management  thought  that  the  compen- 
sation rates  for  commissions  was  as  fair  and  equitable  figure  as  you 
could  arrive  at  at  the  time  or  maybe  anytime,  for  that  matter.  I 
feel  like  they  are  fair  and  equitable  because  there  is  a  whole  gamut 
of  commissions.  You  sell  a  policy  for  $50,000  premium,  sometimes 
you  might  think  it  was  a  little  too  fair  and  equitable.  But,  yes,  I 
feel  like  they  are  fair  and  equitable. 

They  do  have  to  hustle,  and  I  have  never — from  the  other  end, 
speaking  as  a  farmer  and  knowing  insurance  agents  that  do  sell 
Federal  crop  insurance — that  has  never  really — of  course,  they 
would  always  like  to  see  more  commission,  but  I  think  they  feel  it 
is  a  fair  and  equitable  commission  for  their  efforts  in  selling  crop 
insurance.  \ 
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Mr.  English.  When  was  the  last  evaluation  or  review  done  by 
the  Board,  Mr.  Askew,  in  this  question? 

Mr.  Askew.  I  can't  answer  when  the  last  evaluation  of  actual 
commission  agents — agent  commissions. 

Mr.  English.  Reviewing  the  whole  commission  schedule,  the 
whole  commission  rate. 

Mr.  Askew.  I  guess  it  was  yesterday,  when  we  did  make  some 
changes  in  the  figures  that  Mr.  Sprague  was  referring  to  just  a  few 
minutes  ago. 

Mr.  English.  You  went  through  an  actual  evaluation  of  the 
whole  compensation  rate  schedule  yesterday? 

Mr.  Askew.  Not  a  comprehensive  individual — we  have  never  ac- 
tually outside,  and  we  are  just  as  well,  I  think,  not  to  know  exactly 
what  each  company,  each  master  marketer  or  each  reinsurance,  it 
would  probably  serve  no  purpose  to  know  what  each  one  pays  their 
individual  agents  for  selling  Federal  crop  paper  either  through  the 
master  marketers  or  individual  reinsurance  companies. 

I  really  can't  tell  you  what — outside  of  the  numbers  that  have 
been  testified  to  here,  approximately  that  the  10  percent  or  the  15 
percent  for  a  master  marketer — I  have  no  other  way  of  knowing.  I 
have  never  asked.  I  didn't  think  it  was  probably  our  prerogative  to 
know  what  one  master  marketer  company  has  to  pay  their  individ- 
ual agents  for  selling  Federal  crop  insurance. 

Mr.  English.  It  is  what  you  are  compensating  them  for.  You  are 
doing  the  compensating,  you  as  a  member  of  the  Board.  The  Board 
is. 

Mr.  Askew.  Yes,  but  when  we  get  into  those  areas,  I  really  don't 
think  as  a  board  of  directors  where  we  do  spend  maybe  2  days,  6 
weeks,  1  day  every  6  weeks  with  the  multitude  of  issues  that  we  do 
as  public  members — now,  if  we  were  in — the  staff  or  some  of  the 
management  people  concerned  with  that,  it  might  be  a  different 
thing,  but  I  think  we  have  adequately  covered  the  time  involved 
for  information  and  input  as  a  board  of  directors. 

Mr.  English.  Well,  I  don't  want  to  get  into  it  too  much,  Mr. 
Askew,  but  I  would  just  underscore  and  emphasize  for  you  if  you 
have  never  had  an  evaluation  or  review  of  the  compensation  sched- 
ule as  to  its  fairness  and  equity  and  whether  or  not  it  is  cost  effec- 
tive, I  would  strongly  urge  that  you  and  the  other  Board  members 
do  that. 

Mr.  Askew.  Personally,  I  am  satisfied  with  the  compensation 
that  is  so  far  to  what  agents  do  get.  Maybe  they  are  getting  too 
much,  but  I  have  never  personally  been  approached  by  an  individu- 
al agent  saying,  "I  could  sell  five  times  as  much  if  you  would 
double  the  commission." 

Mr.  Sprague.  Mr.  Chairman,  there  is  every  indication 

Mr.  English.  Just  a  minute,  Mr.  Sprague.  I  am  not  going  to  be- 
labor the  point  too  much.  The  point  is  these  are  tax  dollars  and 
you  as  a  member  of  the  Board  and  the  other  Board  members  are 
all  responsible  for  those  tax  dollars.  The  question  is  whether  those 
tax  dollars  are  doing  what  they  are  supposed  to  be  doing.  That  is 
the  reason  that  I  say  I  would  urge  that  if  you  have  never  requested 
that  an  evaluation  and  a  review  be  made  as  to  what  you  are  get- 
ting for  those  tax  dollars  being  spent  for  this  compensation,  that 
you  do  that,  because  ultimately  you  are  responsible. 


274 

Mr.  Askew.  We  very  strongly  feel  that  we  are  responsible  for  the 
tax  dollars  that  go  into  the  administration  of  this  program. 

Mr.  English.  This  is  part  of  it  right  here. 

Mr.  Askew.  As  I  say,  it  has  seemed  to  have — take  my  own 
county  as  an  example.  I  think  it  has — we  have  a  lot  of  agents  sell- 
ing Federal  crop  insurance  in  our  county,  and  with  the  circum- 
stances of  agriculture  and  the  customers  who  are  trying  to  sell 
things  to,  most  farmers  won't  buy  anything  unless  they  almost 
have  to  sometimes,  even  good  years  and  bad. 

I  feel  like  if  they  are  drawing  10  percent,  which  I  really  don't 
know  whether  they  are  getting  10  percent,  they  might  be  getting 
11  or  9,  I  don't  know,  but  it  is  effective  in  supplying  the  agents  in 
the  areas  that  it  is  necessary  to  sell  the  insurance,  and  repeating 
myself,  I  have  never  had  a  local  agent  say,  "You  don't  pay  us 
enough."  But  I  think  if  the  10  percent  is  the  figure  that  has  been 
used  here  today,  that  is  adequate  compensation,  looking  at  my  own 
premium  on  my  own  farm  for  Federal  crop,  my  coverage. 

Mr.  English.  Mr.  Sprague,  moving  on  to  reinsured  companies, 
the  compensation  methods  established  in  the  1980  act  for  reinsur- 
ance companies  are  different  from  those  for  master  marketers.  My 
concern  with  the  exact  schedules  for  the  reinsured  companies  is 
the  same  concern  I  had  with  the  master  marketers;  specifically,  is 
the  level  adequate  or  is  it  too  high  or  too  low?  Do  you  have  any 
type  of  analysis  of  that? 

Mr.  Sprague.  Speaking  in  general,  we  have  every  indication  that 
the  current  levels  of  compensation  are  just  about  adequate  for  the 
kinds  of  services  we  want.  The  current  levels  of  compensation  have 
provided  us  with  what  we  regard  as  an  adequate  number  of  agents 
interested  in  selling  crop  insurance  both  on  the  master  marketer 
side  and  the  reinsurance  company  side. 

My  mail  is  divided  almost  equally  between  those  who  think  com- 
missions and  expense  allowances  are  too  high  and  those  who  think 
they  are  too  low.  It  depends  on  whether  you  are  receiving  or  are  a 
taxpayer  and  paying.  I  believe  we  have  reached  a  reasonable  com- 
promise with  the  rates  that  are  currently,  with  the  rates  that  are 
presently  being  paid. 

I  don't  believe  that  we  could  have  come  up  with  any  other 
number  significantly  different,  either  higher  or  lower,  with  hun- 
dreds of  years  of  evaluation. 

Mr.  English.  Have  you  done  an  analysis,  though,  Mr.  Sprague? 

Mr.  Sprague.  We  have  conducted  what  analysis  we  felt  was  nec- 
essary. We  have  surveyed  the  industry.  We  have  tried  to  see  what 
comparable  lines  of  insurance  were.  There  is  nothing  fully  compa- 
rable. We  have  looked  at  the  industry,  looked  at  what  it  cost  us  to 
do  the  job.  In  the  case  of  those  reinsured  company  agreements,  the 
original  agreement  was  based  primarily  upon  the  cost  of  the 
agency  to  do  that  same  task. 

Mr.  English.  Could  you  provide  that  analysis  for  the  record, 
please? 

Mr.  Sprague.  I  will  provide  what  is  available,  sir. 

Mr.  English.  What  is  available? 

Mr.  Sprague.  I  am  not  certain.  You  see,  I  was  not  here  when 
those  original  agreements  were  developed. 
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Mr.  English.  Do  you  know  whether  or  not  there  was  an  analysis 
done? 

Mr.  Sprague.  There  was  and  some  of  it  is  available.  Some  of  the 
material.  I  don't  know  whether  it  is  all  available. 

Mr.  English.  What  happened  to  the  rest  of  it? 

Mr.  Sprague.  I  have  no  way  of  knowing,  sir. 

Mr.  English.  You  mean  it  has  disappeared? 

Mr.  Sprague.  I  don't  know. 

Mr.  English.  Will  you  also  provide  us  an  explanation  on  what 
happened  to  the  rest  of  it  if  you  don't  have  it  all? 

Mr.  Sprague.  To  the  best  of  our  ability,  sir. 

Mr.  English.  Will  you  conduct  an  investigation  to  find  the  rest 
of  it — we  would  appreciate  whatever  you  can  give  us  about  the 
analysis,  Mr.  Sprague.  I  think  it  is  important  that  we  have  that 
analysis  if  you  have  it. 

Mr.  McFarlane,  how  did  you  develop  the  schedule  for  paying  op- 
erating and  administrative  costs  of  reinsured  companies? 

Mr.  McFarlane.  Mr.  Chairman,  I  believe,  I  could  stand  to  be 
corrected  by  Mr.  Sprague  or  anyone  else  on  the  panel,  but  it  is  my 
recollection  that  those  schedules  were  developed  and  in  place  when 
this  Board  came  into  being.  When  the  four  of  us  public  members 
were  appointed  in  October  1981,  the  system  was  in  place  and  on- 
going, and  we  were  called  upon  as  I  recall  to  simply  reaffirm  that 
ongoing  system. 

Mr.  English.  So  you  don't  know  how  it  was  developed? 

Mr.  McFarlane.  Ordinary  schedules  were  done,  analyses  were 
done,  but  the  answer — the  simple  answer  is;  "No,"  I  don't  know. 

Mr.  English.  That  is  all  that  is  necessary.  So  you  were  not — you 
have  not  reviewed  those  analyses  and  you  have  not  reviewed  how 
that  decision  was  made  either,  is  that  correct,  by  the  previous — 
whoever  made  it,  you  don't  know  how  they  reached  that  conclu- 
sion, you  were  told  that  it  is  the  way  it  was? 

Mr.  McFarlane.  We  were  told  how  they  were  made. 

Mr.  English.  Do  you  recall  what  you  were  told  as  to  how  they 
were  made? 

Mr.  McFarlane.  No,  I  do  not. 

Mr.  English.  Mr.  Fosse,  do  you  know? 

Mr.  Fosse.  I  have  only  a  vague  appreciation  for  what  probably 
occurred,  but  I  have  no  specific  knowledge  about  how  it  was  done, 
no. 

Mr.  English.  Mr.  Sprague,  do  you  know? 

Mr.  Sprague.  As  I  indicated  earlier,  the  primary  basis  for  the 
compensation  schedules  and  the  reinsured  agreements  was  a  study 
made  by  the  Corporation  establishing  our  comparable  costs  to  do 
the  same  tasks,  and  that  was  based  on  a  1979  and  1980,  if  I  remem- 
ber correctly,  study. 

I  think  the  proof  of  the  pudding  is  in  how  it  works,  and  in  the 
case  of  those  agreements,  the  compensation  levels  that  have  been 
provided  have  resulted  in  participation  by  a  rather  sizable  number 
of  companies,  but  they  have  not  climbed  all  over  themselves  to  par- 
ticipate. 

There  has  not  been  a  big  rush  to  share  in  any  pile  of  gold.  We 
have  had  to  arm  twist,  we  have  had  to  urge  companies  in  many 
cases  to  become  affiliated  under  the  reinsured  company  agreement. 
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I  believe  the  compensation  levels  as  established  are  proving  to  be 
adequate,  but  not  excessive.  . 

I  believe  that  they  are  proving  to  be  appropriate  when  we  consid-1 
er  the  fact  that  taxpayer  dollars  are  involved.  I  think  they  are 
leading  to  effective  and  efficient  service  to  producers. 

Mr.  English.  Would  you  provide  then,  Mr.  Sprague,  any  memo- 
randums, minutes,  any  information  that  would  shed  any  light 
whatsoever  on  how  this  decision  was  reached? 

Mr.  Sprague.  We  will  provide  what  is  available,  sir. 

Mr.  English.  I  hope  you  have  a  lot  available,  Mr.  Sprague.  We 
would  appreciate  it. 

[The  information  to  explain  how  the  schedule  was  developed  for 
paying  operating  and  administrative  costs  of  reinsured  companies- 
follows:] 

Reinsurance  reimbursement  rates  were  developed  for  the  1982  crop  year  when  the 
program  was  initiated.  The  rates  were  based  upon  FCIC  costs  for  providing  the  serv- 
ices on  its  business  that  assumed  by  the  private  company  on  the  business  that  it 
writes  and  reinsured  with  FCIC.  These  functions  include  Agent  commission,  policj 
servicing,  data  processing,  printing  and  distribution  of  forms  and  supplies,  loss  ad- 
justment, and  training. 

Mr.  English.  Mr.  McFarlane,  have  you  tested  the  adequacy  oi 
the  level  since  it  was  first  established  or  since  you  have  been  on 
the  Board,  and  can  you  tell  us  how  you  accomplished  the  test?  I  am 
talking  again  about  the  schedule  for  paying  the  operating  and  ad- 
ministrative costs. 

Mr.  McFarlane.  Pardon  me,  sir,  you  are  talking  about  which? 

Mr.  English.  The  operating  and  administrative  costs  that  I 
asked  you  about  earlier.  You  told  me  you  weren't  sure  how  they 
had  reached  the  decision  on  this  schedule.  What  I  am  asking 
now 

Mr.  McFarlane.  With  reinsured  companies? 

Mr.  English.  Right.  Have  you  tested  the  adequacy  of  that  level 
and  if  so,  how  did  they  accomplish  the  test  or  how  did  you  accom- 
plish it? 

Mr.  McFarlane.  I  think  Mr.  Sprague  has  already  alluded  to  the 
fact  that  it  is  a— there  has  been  periodic  or  continuing  questions  as 
to  the  adequacy.  To  me,  the  proof  of  the  matter  is  that  we  have 
had  adequate  but  not  overwhelming  participation  by  the  private 
companies,  by  their  private  reinsured  companies,  and  we  are  con- 
cerned about  the  level  of  participation  by  the  farmers  of  America 
in  this  program. 

It  would  seem  that  certainly  the  compensation  is  by  no  means 
excessive.  If  it  were,  perhaps  we  would  be  closer  to  the  50-percent 
level  that  we  all  wish  to  have  as  a  goal. 

Mr.  English.  But  you  are  not  aware  of  any  test  that  has  been 
conducted  to  determine  whether  this  is  adequate  or  not?  Do  you 
know  of  any  test  that  has  been  conducted? 

Mr.  McFarlane.  To  this  point,  I  am  not  intimately  aware  of  a 
test  that  has  been  conducted. 

Mr.  English.  OK.  Mr.  Askew,  in  testimony  before  the  Agricul- 
ture Committee,  Mr.  Sprague  indicated  that  in  the  future  years, 
the  level  might  be  reduced.  Does  the  Board  have  any  plans  along 
this  line  as  far  as  the  1984  contract  is  concerned? 
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Mr.  Askew.  Sir,  the  1984  contract,  I  think,  starts— spring  crops, 
all  seeded  in  1983.  For  the  1984  year,  there  have  been  no  addition- 
il  plans  made  for  1984,  because  we  are  right  up  to  the  wire  on,  you 
night  say,  the  1984  program.  It  is  entirely  too  late  to  do  any  kind 
)f  changes  in  the  1984  program  at  this  time,  so  we  have  no  addi- 
ional  things. 

Maybe  the  1985,  which  will  take  effect  in  the  first  of  July  1984— 
t  is  sort  of  confusing  to  us  public  members  to  get  the  crop  years 
ind  the  fiscal  years  and  the — our  own  personal  year  in  there,  but 
he  1984  contracts,  there  will  be  no  change  on  1984  contracts.  Isn't 
hat  right? 
Mr.  Sprague.  Yes. 

Mr.  English.  Mr.  Fosse,  do  you  know  of  any  changes  along  those 
ines  for  the  1984  contract? 
Mr.  Fosse.  I  am  not  aware  of  any. 

Mr.  English.  Has  there  been  planning  and  discussion  done  on 
-he  1984  contract  at  this  point? 

Mr.  Fosse.  There  was  discussion  about  possible  changes,  but 
action  was  taken  to  make  no  changes  for  the  1984  contract. 

Mr.  English.  Mr.  Sprague,  how  was  the  reinsurance  agreement 
)riginally  developed? 

Mr.  Sprague.  How  was  the  reinsurance  agreement  originally 
5uilt?  I  was  not  there,  but  to  the  best  of  my  knowledge,  as  I  indi- 
cated earlier  to  you,  insofar  as  the  administrative  and  operating 
xpense  reimbursements  were  concerned,  that  clause,  those  were 
)ased  upon  the  comparable  expenses  of  the  Corporation  to  perform 
:he  same  tasks.  When  you  refer  to  the  rest  of  the  provisions  of  the 
einsurance  agreement,  you  are  talking  about  clauses  that  cover 
;he  Federal  Crop  Insurance  Corporation's  participation  and  loss. 
iTou  are  talking  about  clauses  which  cover  premium  income  flow- 
ng  to  Federal  crop  insurance  when  there  is  a  favorable  loss  experi- 
ence. 

There  have  been  some  revisions  in  the  reinsured  agreements  as 
he  years  have  passed  to  make  some  changes  in  those  clauses.  And 
:hose  revisions  have  come  about  in  roughly  this  fashion,  negotia- 
tions have  been  conducted  with  the  private  insurance  industry  by 
ower  level  people  in  the  Federal  Crop  Insurance  Corporation.  At 
:he  completion  of  those  negotiations,  the  Federal  crop  insurance 
staff  have  made  some  recommendations  to  the  management  of  the 
C!orporation. 

Upon  approval  of  the  Manager  and  the  Under  Secretary  with 
Dversight  responsibility  for  the  agency,  recommendations  have 
been  presented  to  the  Board  of  Directors,  and  upon  their  concur- 
rence and  upon  proper  publication  and  notification  of  reinsured 
companies,  some  changes  have  been  made  in  those  clauses  as  the 
years  have  passed. 

Mr.  English.  I  would  guess  then  what  you  are  telling  me  also  is 
that  the  process  that  you  go  through  is  one  of  negotiation  with  the 
companies.  Is  that  correct? 

Mr.  Sprague.  That  is  the  first  step  and  it  is  done  with  and  by 
lower  level  Federal  Crop  Insurance  Corporation  employees.  And 
their  recommendations,  the  recommendations  of  that  committee 
are  not  necessarily  approved  by  management  or  supported  by  the 
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Board  of  Directors.  Determinations  of  management  are  separate, 
distinctly  separate. 

Mr.  English.  Also,  Mr.  Sprague,  what  does  the  Federal  Crop  In- 
surance Corporation  get  for  the  payment  of  operating  and  adminis- 
trative costs  to  the  reinsurance  companies?  What  do  you  get  out  of 
that? 

Mr.  Sprague.  What  are  we  getting  out  of  it?  Is  that  the  ques- 
tion? 

Mr.  English.  Yes. 

Mr.  Sprague.  We  are  being  provided  all  the  services  of  an  insur- 
ance company.  The  reinsurance  companies,  as  I  indicated  in  both 
my  prepared  and  oral  statement,  provide  all  the  functions  of  an  in- 
surance company.  They  sell,  service,  adjust  claims,  pay  losses,  col- 
lect premiums,  they  provide  everything  but  the  actuarial  services 
or  actuarial  function. 

Mr.  English.  Can  you  give  me  more  specifics  than  that,  get  more 
specific  as  to  exactly  what  it  is? 

Mr.  Sprague.  All  right.  They  sell,  first,  a  policy.  As  a  result, 
there  is  a  commission  schedule  comparable  to  the  master  mar- 
keters to  reimburse  or  to  compensate  their  agents  for  the  selling 
functions.  They  process  and  handle  all  the  paper.  No  paper  goes 
through  the  Federal  Crop  Insurance  Corporation's  channels  on  a 
private  contract  handled  by  a  private  reinsurance  company.  If 
there  is  a  loss,  the  agent  is  notified.  The  private  company  loss  ad- 
juster adjusts  the  loss.  The  private  company  pays  the  claim.  The 
private  company  collects  premiums  due  from  the  producer. 

Now,  under  the  terms  of  our  contract  with  those  private  compa- 
nies who  are  reinsured,  the  assumption  is  made  that  100  percent  of 
the  premium  will  be  collected.  I  don't  know  the  experience  of  those 
private  insurance  companies,  but  I  know  ours,  and  we  have  found 
it  very  difficult  to  collect  100  percent  of  the  premium  in  the  last 
few  years. 

Mr.  English.  What  commission  does  an  agent  for  a  reinsurance 
company  earn  for  sales? 

Mr.  Sprague.  Again,  the  agent  is  the  employee  of  the  reinsured 
company  and  he  has  a  contract  with  that  company,  and  terms 
vary.  Generally  speaking,  agents  receive  approximately  the  same 
compensation  that  we  discussed  earlier  for  master  marketing 
agents,  the  15  percent  for  new  business,  the  10  percent  for  old  is  a 
common  level.  It  may  be  higher  or  lower.  It  may  depend  upon  serv- 
ices provided  for  that  agent.  If  an  office  is  furnished,  if  utilities  are 
furnished,  the  company  in  all  probability  will  not  pay  as  high  a 
compensation  level  on  a  percentage  basis  of  premium  income. 

Mr.  English.  Does  an  agent  for  a  reinsured  company,  does  he 
earn  the  same  money  if  he  is  selling  a  corporation  policy  under  the 
master  marketing  agreement? 

Mr.  Sprague.  He  might,  but  we  do  not  know.  We  do  not  pay  that 
agent  directly.  We  deal  with  the  agency  or  the  reinsured  company. 

Mr.  English.  It  would  seem  to  me  again,  these  people  have  a 
great  deal  to  do  with  determining  the  success  of  your  program.  It 
would  seem  to  me  that  this  would  be  information  that  would  be 
vital  to  you.  You  would  want  to  check  into  that  and  to  make  sure 
that  your  people  are  duly  compensated  or  the  people  here  that  are 
duly  compensated  under  these  different  plans  that  they  operate 
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under  to  try  to  maximize  the  number  of  sales.  After  all,  these 
people  have  the  opportunity  to  sell  all  kinds  of  different  insur- 
ances, and  as  I  was  exploring  a  little  bit  earlier,  I  would  think  we 
would  want  to  make  sure  that  they  have  as  equal  incentive  to  sell 
Federal  crop  insurance  as  they  would  any  other  insurance. 

It  would  seem  that  this  would  be  information  that  you  would 
have  to  have.  Are  you  telling  me  they  just  don't  provide  you  that 
kind  of  information? 

Mr.  Sprague.  Generally  speaking,  we  are  concerned  that  the 
agent  receive  an  adequate  level  of  compensation.  We  have,  though, 
a  responsibility  when  dealing  with  private  sector  partners  to  in- 
volve ourselves  to  a  minimum  in  their  internal  operations  and  in 
the  conduct  of  their  business.  As  a  result,  we  have  tried  to  stay  out 
of  their  agreements  with  individual  agents  that  represent  them 
and  work  for  them.  We  believe  that  to  involve  ourselves  to  any 
degree  further  than  is  presently  the  case  would  be  to  meddle  into 
the  business  of  private  industry  to  an  unacceptable  degree. 

Mr.  English.  But  you  are  compensating  these  companies  for 
doing  a  variety  of  services.  Is  that  not  correct? 

Mr.  Sprague.  That  is  correct. 

Mr.  English.  And 

Mr.  Sprague.  And  if  they  do  not  sell,  they  do  not  get  compensat- 
ed. 

Mr.  English.  But  by  the  same  token,  you  don't  know  what  they 
are  doing  as  far  as  your  business  is  concerned.  They  have  got  you 
by  the  throat,  it  appears  to  me. 

Mr.  Sprague.  Let  me  review  the  record  insofar  as  reinsured  com- 
panies are  concerned.  In  1981,  they  sold  about  $12  million  of  busi- 
ness under  the  crop  insurance  contract.  In  1982,  1  year  later,  they 
sold  $78  million,  nearly  $77  to  $78  million.  Our  estimate  for  1983  is 
that  they  will  sell  $119  million.  So  there  is  evidence  that  their 
agents  are  receiving  an  adequate  level  of  compensation. 

Mr.  Kindness.  Let  me  ask,  Mr.  Sprague,  is  there  any  clause  or 
provision  in  your  contract  with  reinsured  companies  that  would 
allow  the  FCIC  to  review  the  personnel  practices  and  the  compen- 
sation agreements  that  they  have  with  their  employees?  Let  me 
put  it  another  way.  Do  you  think  you  could  get  an  agreement  from 
an  insurance  company  that  would  include  such  a  clause? 

Mr.  Sprague.  We  have  a  ruling  from  the  general  counsel  and  a 
ruling  from  labor  which  in  effect  excludes  private  sector  contrac- 
tors like  the  companies  we  reinsure  from  some  of  the  requirements 
that  most  Government  contractors  are  faced  with.  I  will  have  to 
review  the  specifics  of  that  ruling  in  order  to  be  able  to  provide  an 
adequate  reply  to  you.  I  will  furnish  that  for  the  record. 

[The  information  was  not  received  at  time  of  printing.] 

Mr.  Kindness.  I  was  aware  generally  that  such  a  determination 
had  been  obtained,  but  more  specifically,  I  am  thinking  if  I  were 
responsible  for  the  management  of  an  insurance  company  with 
whom  negotiations  were  being  conducted  to  be  a  reinsured  compa- 
ny selling  Federal  crop  insurance,  and  one  of  the  provisions  pro- 
posed to  be  included  in  the  contract  was  that  FCIC  could  come  in 
and  tell  me  how  I  compensate  my  agents,  my  employees,  I  would 
say,  "No,  thank  you,  I  can  make  my  living  some  other  way." 
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Mr.  Sprague.  I  agree  completely.  That  is  one  reason  why  we 
have  to  the  very  minimum  tried  to  involve  ourselves  in  company 
activities,  internal  company  activities. 

Mr.  Kindness.  I  yield  back,  Mr.  Chairman. 

Mr.  English.  The  point  that  I  was  trying  to  make  on  this  is,  as  it 
stands  now,  we  don't  know. 

Mr.  Sprague.  Don't  know  what? 

Mr.  English.  We  don't  know  whether  compensation  is  adequate, 
inadequate,  too  much,  too  little,  just  right.  We  don't  know  if  sales 
could  be  doubled  if  commissions  were  slightly  higher,  we  don't 
know  what  agreements  we  have  on  those  commissions  and  that  is 
the  question.  That  is  the  bottom  line.  How  do  you  know  these 
things?  And  that  information  simply  is  not  available  and  that  wasi 
the  point  that  I  was  trying  to  get  at. 

Mr.  Sprague.  In  all  probability,  it  likely  never  will  be  available 
because  it  is  a  matter  of  judgment  and  the  judgment  of  the  Corpo 
ration  is  that  at  the  present  time,  compensation  levels  are  ade- 
quate but  not  excessive. 

Mr.  English.  The  judgment  of  the  Corporation  is  based  on  noth- 
ing. You  don't  have  any  information  to  base  it  on. 

Mr.  Sprague.  It  is  based  on  performance  of  agents. 

Mr.  English.  Again,  all  you  have  is  what  has  happened  last  year 
and  what  is  happening  right  now.  I  would  assume  then  if  you  ex- 
panded the  acreage,  if  you  expanded  the  number  of  farmers  that 
could  participate  in  the  program,  and  we  discount  that  if  we  have 
got  any  increase  over  what  we  had  last  year,  we  assume  that  it  is 
adequate.  My  point  is  that  it  would  appear  to  me  that  here  we  are 
sitting  here,  you  had  19  percent  the  first  year,  16  percent  the  next 
year,  and  16  percent  this  year,  and  it  appears  to  me  that  something 
needs  to  be  done  to  increase  participation  in  the  program.  That 
seems  to  be  the  goal  that  we  would  all  be  striving  for. 

Now  one  of  the  areas  that  would  be  a  factor  here  that  I  think 
that  we  would  want  to  look  at  is  the  question  of  compensation  and 
since  we  don't  have  any  information  to  make  a  decision  on  compen- 
sation, then  that  is  an  area  perhaps  we  ought  to  explore  a  bit.  Be- 
cause as  I  said,  as  far  as  the  success  of  this  program  is  concerned, 
these  people  are  going  to  determine  it  for  you.  We  are  operating  in 
the  dark. 

Mr.  Kindness? 

Mr.  Kindness.  I  am  just  wondering  what  sort  of  testing  might  be 
done  to  determine  the  adequacy  of  the  compensation  going  to 
agents,  though.  I  am  thinking  that  your  contractual  relationship 
with  your  reinsurance  companies  to  begin  with  has  its  limitations, 
naturally.  You  have  got  a  willing  party  on  each  side  in  the  con- 
tract. And  to  the  extent  that  we  might  want  to  have  a  survey  done 
of  the  agents  working  for  the  reinsured  companies  and  ask  them 
whether  they  think  the  level  of  compensation  they  are  receiving 
from  their  employer  is  adequate  in  this  sector  of  the  business,  I 
would  think  that  would  be  considered  as  a  pretty  unreliable  kind  of 
survey  to  begin  with. 

Compensation  is  kind  of  like  sex  in  that  respect,  I  guess. 

Mr.  English.  Is  the  gentleman  suggesting  that  kind  of  survey?  i 

Mr.  Kindness.  I  would  like  to  explore  a  little  bit  this  question  of 
how  you  do  determine  the  adequacy  of  compensation  on  any  kind 
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of  a  test  basis,  because  I  have  a  little  difficulty  forming  in  my  mind 
a  concept  of  how  you  do  it  other  than  results.  None  of  us  are  satis- 
fied with  the  results.  We  haven't  reached  the  millennium  in  terms 
of  Federal  crop  insurance,  and  there  are  ways  in  which  FCIC  is  at- 
tempting to  reach  the  goals  that  have  been  established,  but  wheth- 
er we  can  test  it,  the  various  elements  of  the  program  such  as  ade- 
quacy of  compensation  of  agents'  contribution  of  reinsured  compa- 
nies or  the  master  marketers,  it  is  a  difficult  concept. 

I  would  think  whether  their  compensation  is  comparable  for  sell- 
ing this  product  as  compared  to  other  products  that  they  might 
market  or  sell  probably  is  the  only  test  that  has  any  validity.  But  if 
you  ask  them  if  they  are  getting  enough,  they  are  probably  going 
to  tell  you  no,  we  would  like  to  have  more.  I  think  the  record  al- 
ready shows  that,  so  I  am  not  going  to  pursue  that  any  further. 

Mr.  Sprague.  I  couldn't  agree  with  you  more.  To  the  best  of  my 
knowledge,  I  have  never  had  a  letter  from  an  agent  complaining 
about  the  commissions  being  too  high.  On  the  other  hand,  I  have 
never  had  a  letter  from  a  farmer  or  a  Congressman,  rarely  from  a 
Congressman,  that  complained  about  them  being  anything  other 
than  too  high.  So  it  is  a  matter  of  judgment,  and  the  proof  is  in  the 
experience.  Do  we  have  an  adequate  number  interested  in  selling 
the  product,  and  I  believe  at  this  point  we  do  have. 

Mr.  Kindness.  I  yield  back,  Mr.  Chairman. 

Mr.  English.  Maybe  we  can  shed  a  little  more  light  on  this  sub- 
ject, particularly  on  the  test. 

Mr.  Fosse,  how  do  private  insurance  companies  determine  this? 

Mr.  Fosse.  Well,  in  the  first  place,  could  I  just  extend  this  com- 
ment on  the  matter  of  a  reinsurer's  position  relative  to  the  pri- 
mary carrier,  the  reinsured  company?  In  standard  practice,  the  re- 
insurer would  not  concern  himself  with  the  levels  of  agency  com- 
pensation. He  is  concerned  that  the  company  is  collecting  enough 
premiums  to  pay  its  losses. 

Mr.  English.  If  it  is  not,  what  does  the  company  do? 

Mr.  Fosse.  They  cease  to  get  reinsurance. 

Mr.  English.  You  would  suggest  under  these  circumstances  if  we 
don't  get  the  losses  taken  care  of  here  that  we  ought  to  drop  the 
companies,  is  that  correct? 

Mr.  Fosse.  No;  the  question  was  whether  the  company  was  col- 
lecting enough  premiums  to  collect  losses.  In  this  case,  the  compa- 
nies depend  on  the  Corporation  to  establish  the  premium  levels,  so 
the  deficiency  of  premiums  relative  to  indemnities  is  not  a  function 
of  the  company's  judgment  at  this  point. 

Mr.  English.  It  puts  FCIC  in  a  position  of  being  in  between. 
They  are  really  almost  in  the  position  of  the  company  itself,  are 
they  not? 

Mr.  Fosse.  It  is  a  corporation  with  the  purpose  of  providing  in- 
surance. There  are  many  similarities  to  being  an  insurance  compa- 
ny- 
Mr.  English.  Given  that  fact,  are  insurance  companies  con- 
cerned and  do  they  constantly  check  on  whether  premiums  or  com- 
missions, I  should  say,  are  adequate  to  make  certain  that  salesmen 
are  out  selling  that  particular  product? 

Mr.  Fosse.  In  two  ways  this  is  accomplished.  One,  if  the  business 
does  not  develop,  then  they  would  seek  to  find  out  why  the  busi- 
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ness  has  not  developed.  Second,  if  the  competition  pays  more  com- 
mission than  the  individual  company,  there  has  to  be  an  adjust- 
ment or  the  competition  will  attract  the  business.  We  don't  have 
that  kind  of  situation  in  this  case  because  we  have  a  monopoly  sit- 
uation with  this  product. 

Mr.  English.  But  you  are  using  other  companies'  agents  which 
are  selling  other  products,  which  means  in  a  way  you  are  compet- 
ing for  that  salesman's  time? 

Mr.  Fosse.  Yes;  to  the  extent  that  the  agents  respond  and  make 
the  effort  to  sell,  one  can  draw  the  conclusion  compensation  is  ade- 
quate. 

Mr.  English.  On  the  other  hand,  what  you  have  told  us  is  pri- 
vate insurance  companies  constantly  check  to  see  at  what  the  com- 
petition is  compensating  its  people.  In  this  case,  we  have  a  compa- 
ny not  doing  that. 

Mr.  Fosse.  That  is  correct,  but  in  this  case,  we  have  a  different 
relationship.  The  Corporation  is  reinsuring  the  companies.  In  the 
professional  reinsurance  business,  that  would  not  be  one  of  the 
functions  of  the  reinsurer. 

Mr.  English.  How  difficult  is  it  for  private  insurance  companies 
to  find  out  what  the  competition  is  paying  in  the  way  of  commis- 
sions? 
Mr.  Fosse.  To  my  knowledge,  not  very  difficult. 
Mr.  English.  Is  that  unethical,  illegal,  shady? 
Mr.  Fosse.  It  depends  on  how  the  information  is  used. 
Mr.  English.  Would  you  categorize  it  as  a  normal  accepted  prac- 
tice? 

Mr.  Fosse.  I  think  the  companies  in  the  private  market  are  much 
aware  of  what  the  competition  is  doing. 

Mr.  English.  I  guess  the  point  that  I  am  trying  to  make  is  that  if 
this  is  a  normal  practice  within  the  insurance  companies,  it  looks 
like  there  wouldn't  be  anything  so  horrible  about  Federal  Crop  In- 
surance trying  to  acquire  the  same  information  that  private  insur- 
ance companies  evidently  are  well  aware  of  among  themselves.  I 
guess  I  am  coming  down  to  that  you  have  to  have  information  to 
make  a  decision  and  the  more  knowledge  you  have,  the  better  the 
decision  you  can  make. 

Mr.  Fosse.  Two  things:  One,  it  is  not  the  normal  function  of  the 
reinsure  to  concern  himself  with  this  kind  of  detail  of  the  rein- 
sured companies.  Second,  I  think  the  best  measure  of  the  adequacy 
of  the  compensation  schedule  is  the  activity  of  the  agents.  There 
are  over  10,000  agents  representing  these  private  companies  vig- 
orously out  there  in  the  business  of  selling.  I  think  a  third  measure 
is  the  fact,  as  Mr.  Sprague  mentioned,  the  progress  of  the  number 
of  reinsured  companies. 

In  1981,  there  were  less  than  20  companies,  in  1982,  there  were 
36  companies  that  had  contracts;  3  or  4  more  for  1983,  and  to  my 
knowledge,  only  1  company  has  withdrawn  from  an  agreement  and 
that  was  not  because  of  compensation. 

Mr.  English.  You  have  agreed  that  the  Corporation  is  not  like  a 
normal  reinsurance  company,  it  is  kind  of  in  between.  So  it  takes 
on  aspects  of  a  private  company  in  the  way  that  it  is  positioned  in 
the  market.  No.  2,  it  comes  down  to  the  real  question,  we  don't 
know  whether  those  insurance  agents  are  out  there  selling.  If  they 
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are  out  there  selling  as  vigorously  as  you  insinuate,  then  they 
are — I  hope  they  are — well,  I  am  not  sure  I  hope  they  are,  because 
if  they  are,  that  raises  questions  as  to  why  we  are  not  showing  im- 
provement in  participation,  and  that  starts  raising  questions  about 
the  product  itself  when  you  find  yourself  in  that  kind  of  position. 

I  am  trying  to  determine  have  we  looked  at  every  aspect.  This 
seems  to  be  one  that  we  are  a  little  blind  on.  We  don't  have  as 
much  information  as  you  would  find  normally  being  the  case  with 
a  normal  insurance  company.  Would  you  agree  with  that? 

Mr.  Fosse.  That  is  a  judgment.  I  don't  know  that  I  would  agree 
with  it. 

Mr.  English.  Would  you  disagree? 

Mr.  Fosse.  I  have  to  reserve  judgment. 

Mr.  English.  Mr.  Fosse,  does  the  reinsurance  agreement  have  a 
built-in  bias  toward  a  company  devoting  its  attention  to  the  good 
risks  and  what  affect  does  this  have  on  the  Corporation? 

Mr.  Fosse.  In  my  judgment,  it  does  not  have  such  bias. 

Mr.  English.  Mr.  Sprague,  the  Corporation  makes  loss  adjust- 
ment payments  to  reinsured  companies  in  two  segments.  What  do 
these  segments  represent? 

Mr.  Sprague.  The  first  segment  is  based  upon  premium  income 
in  force  and  the  second  segment  is  based  upon  actual  claims  paid. 
The  compensation  rates  are  4  percent  in  the  first  case,  3  percent  in 
the  latter.  Even  if  a  private  insurance  company  has  no  losses,  they 
have  to  have  an  adjuster  force  trained  and  in  place  to  handle 
losses,  so  there  is,  I  think,  sufficient  and  adequate  reason  for  two 
different  kinds  of  compensation  calculations  that  relate  to  lost  ad- 
justment expenditures. 

Mr.  English.  Well,  it  would  seem  then,  Mr.  Sprague,  that  basing 
part  of  the  loss  adjustment  payment  on  the  size  of  the  loss  would 
tend  to  be  an  incentive  toward  finding  larger  losses. 

Mr.  Sprague.  Those  expense  reimbursements  are  anticipated  and 
expected  to  be  just  that,  reimbursements  for  actual  expenditures 
performed.  They  bear  a  direct  relationship  to  those  costs,  whether 
those  costs  are  incurred  by  the  private  sector  company  or  whether 
they  are  borne  by  us  under  our  own  paper,  under  our  own  con- 
tracts. 

Mr.  English.  But  I  don't  think  you  answered  my  question.  The 
point  that  I  made  to  you  and  the  question  I  am  asking  you  is:  Is  it 
not  true  that  basing  part  of  the  loss  adjustment  payment  on  the 
size  of  the  loss  tends  to  be  an  incentive  toward  finding  larger 
losses? 

Mr.  Sprague.  I  do  not  believe  so.  The  only  one  who  benefits  at 
all  is  the  loss  adjuster  himself— well,  actually,  he  doesn't  benefit  di- 
rectly. He  is  paid  generally  speaking  by  those  companies  under  a 
special  agreement,  probably  on  the  basis  of  the  time  and  the  ex- 
penses involved.  Certainly  for  the  reinsured  companies  themselves, 
there  is  every  economic  incentive  to  keep  losses  at  as  low  a  level  as 
possible,  because  their  profit,  if  any,  comes  from  favorable  loss  ex- 
perience. 

We  are  expecting  the  private  sector  companies  to  exercise  proper 
control  over  losses  because  they  have  a  significant  economic  incen- 
tive to  do  so. 
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Mr.  English.  Mr.  McFarlane,  why  shouldn't  the  loss  adjustment |i 
payments  be  based  the  same  way  as  payments  that  you  wouldil 
make  for  contracting  with  loss  adjustment  firms;  namely,  compen-v 
sation  for  time  spent  at  stated  levels  and/or  actual  cost  for  work 
done? 

Mr.  McFarlane.  Mr.  Chairman,  I  don't  think  I  can  answer  that 
question.  I  have  never  considered  it. 

Mr.  English.  Mr.  Fosse? 

Mr.  Fosse.  Mr.  Chairman,  I  would  like  to  back  up.  I  think  there 
may  be  a  point  of  misunderstanding.  The  size  of  the  loss  does  not 
determine  the  payment  for  claim  service  based  on  losses.  It  is  the 
amount  of  all  losses  paid,  so  it  would  be  the  same  percentage  of  a 
small  loss  or  a  large  loss.  It  does  not  direct  toward  a  large  loss. 

Mr.  English.  But  the  incentive  there  would  be  toward  the  larger 
the  loss,  the  more  the  payment,  right? 

Mr.  Fosse.  Not  any  single  loss.  Losses  in  the  aggregate. 

Mr.  English.  Whether  you  are  looking  for  single  or  multiple 
losses,  you  are  still  talking  about  total  losses,  right? 

Mr.  Fosse.  True.  The  size  of  any  given  loss  does  not  have  a  bear- 
ing on  that. 

Mr.  English.  The  incentive  is  to  find  the  loss? 

Mr.  Fosse.  That  might  be  inferred.  I  don't  think  there  is  an  eco- 
nomic gain  in  doing  that.  Back  to  the  specific  question  about  the 
matter  of  determining  compensation  for  claim  service  on  the  basis- 
of  service  rendered,  that  is  essentially  what  it  amounts  to.  The  re- 
insurance agreement  sets  up  a  schedule  that  anticipates  about 
what  it  is  going  to  cost  the  companies  to  conduct  their  claims  work, 
and  that  is  subject  to  review. 

Mr.  English.  Mr.  Askew,  the  General  Accounting  Office  and 
others  have  questioned  the  1983  reinsurance  agreement  in  the  area 
of  the  schedule  of  sharing  losses  and  gains  between  the  Corporation 
and  companies.  Under  that  schedule,  a  company  receives  a  gain 
when  the  loss  ratio  goes  over  one,  but  the  Corporation  pays  the 
loss.  It  is  only  when  the  ratio  goes  above  1.28  Vs  that  the  company 
begins  to  share  the  loss.  On  the  gain  side,  the  corporation  shares  in 
the  gain  when  the  loss  ratio  is  between  zero  and  0.95. 

In  other  words,  the  company  enjoys  a  gain  when  there  is  an 
actual  loss  and  the  Corporation  gives  up  its  share  of  the  gain  while 
gains  are  still  available.  It  looks  to  me  as  if  the  Corporation  is  in  a> 
no-win  situation.  How  do  you  feel  about  that  situation? 

Mr.  Askew.  That  one  I  have  to  think  just  a  second  on  so  I  can 
answer  the  question.  With  any  degree  of  honesty  on  this,  I  don't 
really  believe  we  are  in  a  no-win  situation.  As  the  Board  is  consti- 
tuted under  the  law,  we  looked  at  these  things  as  presented  to  usi 
at  that  time.  One  of  our  main  objectives  is  to  have  crop  insurance 
readily  available  to  the  vast  majority  of  farmers  in  the  United 
States  and  in  order  to  do  that,  I  thoroughly  believe  in  the  direction 
that  the  Federal  Crop  and  the  Board  and  the  management  and  the 
staff  is  taking  at  the  time.  I  don't  think — I  think  we  are  not  in  a 
no-win  situation  because  you  look  at  loss  ratios,  I  guess,  and  I  am 
not  an  expert  in  those.  I  have  no  idea  what  a  private  insurance 
company  looks  at,  whether  this  is  good,  this  is  bad — I  have  no  idea. 
But  I  don't  believe  we  are  in  a  no-win  situation  with  them. 
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We  are  a — taking  that  as  a  reinsurance  function,  and  if  they 
have  tremendously  low  loss  ratios,  the  Corporation  gains.  If  we  run 
into  a  tremendous  high  ratio  to  keep  private  industry  in  the  rein- 
surance area,  we  have  to  then  function  as  a  reinsurance  company 
towards  private  companies.  So  the  actual  figures  in  there  are  sort 
af  irrelevant  is  what  we  are  trying  to  get  at.  Maybe  not  irrele- 
vant— I  agree.  I  have  no  qualms  with  the  actual  numbers. 

Mr.  English.  I  guess  I  am  asking  would  not  you  think  so  that  if 
there  is  going  to  be  a  loss  that  the  companies  ought  to  share  part 
3f  the  loss,  too? 

Mr.  Askew.  Well,  I  believe  if  it  is  a  loss  they  do  share.  I  do  .ot 
think,  and  I  would  have  to  refer  to  one  of  the  people  like  Mr.  Spra- 
?ue  who  know  how  these  things  really  work,  but  if  there  is  a  cata- 
strophic loss  in  there  when  one  particular  field,  I  think  we  have 
^ot  a  couple,  just  informally  discussing  among  ourselves  over 
dinner  I  believe  there  are  a  couple  of  companies  that  are  suffering 
losses  under  this.  We  do  not  completely  insure  them  against  any 
losses. 

Mr.  English.  Well,  if  there  is  a  loss  when  it  is  catastrophic  or 
any  kind  of  loss,  would  you  think  then  that  the  companies  ought  to 
36  sharing  the  loss  as  well  as  the  Corporation  sharing  the  loss  but 
io  you  feel  that  up  to  a  certain  point  the  Corporation  should 
absorb  all  of  the  loss  while  the  company  has  no  loss? 

Mr.  Askew.  My  understanding  of  the  insurance  scene,  probably 
:here  is  a  small  area  that  that  might  happen,  but  basically  I  think 
f  there  is  a  profit  we  both  share  in  the  profit,  and  if  there  is  a  loss, 
A^e  both  share  in  the  losses.  I  stand  to  be  corrected  on  this,  but  that 
s  how  I  understand  it. 

Mr.  English.  Is  that  the  way  you  think  it  ought  to  be  if  it  is  not? 

Mr.  Askew.  I  think  that  is  the  way  it  is  now. 

Mr.  English.  Well,  if  it  is  not  that  way,  would  you  think  that  is 
:he  way  it  should  be? 

Mr.  Askew.  Yes.  When  you  get  this  to  that  1-to-l  ratio,  they  also 
L  think  probably  look  toward — you  see  contracts  are  mutually 
agreed  to  on  both  sides,  and  if  it  is  actually  1  to  1  they  might  get  a 
^ew  bucks.  I  do  not  know  how  it  works.  You  have  to  ask  Mr.  Spra- 
jue  on  the  mechanics  of  the  figures  and  how  it  is  working. 

Mr.  English.  Do  you  have  any  feelings  at  all  on  that?  Do  you 
'eel  like  the  ratio  is  correct? 

Mr.  Fosse.  I  feel  that  the  present  contract  is  sufficient  to  encour- 
age the  private  contracts  to  do  what  we  would  like  to  have  them 
io,  which  is  to  aggressively  help  in  the  development  of  the  partici- 
pation. I  do  not  think  that  compensation  in  the  present  contract  is 
excessive  to  accomplish  that  purpose.  The  company  certainly  is  not 
?oing  to  get  rich  on  them. 

Mr.  English.  But,  would  you  agree  that  the  ratio  is  1.28  Vs  before 
the  companies  ever  begin  to  absorb  any  of  the  loss? 

Mr.  Fosse.  Sir,  I  have  not  looked  at  the  contract  lately.  I  would 
have  to  have  it  before  me  to  know  exactly  what  it  is. 

Mr.  English.  If  it  is  that,  would  you  believe  that  that  is  proper? 

Mr.  Fosse.  The  scheme  of  the  reinsurance  contract  is  to  allow  a 
compensation  to  the  companies  and  a  loss  sharing  such  as  to 
expose  them  within  their  capability  to  bear  a  catastrophe  loss  and  I 
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believe  that  the  present  scheme  is  acceptable  for  the  purposes  of 
the  Corporation  and  is  not  excessive. 

Mr.  English.  Then,  Mr.  Fosse,  would  any  of  the  member  compa- 
nies of  the  Crop  Hail  Insurance  Actuarial  Association  be  willing  to 
reinsure  the  FCIC  on  the  basis  of  the  terms  of  the  FCIC  reassur 
ance  agreement? 

Mr.  Fosse.  I  do  not  know,  sir.  I  do  not  speak  for  the  companies 
on  such  matters. 

Mr.  English.  Yes,  but  you  have  got  quite  an  impressive  associ 
ation  with  the  association  there.  Let  us  see,  you  are  a  representa 
tive  of  the  private  insurance  industry  on  the  Board.  You  have  been 
executive  secretary  and  manager  of  the  Crop  Hail  Insurance  Actu- 
arial Association.  You  spent  30  years  in  the  insurance  industry 
You  are  very  familiar  with  what  we  are  talking  about  here,  and  1 
am  just  asking  you,  would  companies  in  your  association  be  willing 
to  reinsure  FCIC  on  the  basis  of  the  reinsurance  agreement? 

Mr.  Fosse.  I  think,  Mr.  Chairman,  you  misunderstand  the  func 
tion  of  my  employment  and  my  association.  We  have  nothing  to  dc 
with  writing  insurance.  We  are  a  statistical  and  actuarial  associ 
ation. 

Mr.  English.  That  is  exactly  what  we  are  talking  about  here 
risk. 

Mr.  Fosse.  I  cannot  speak  to  what  the  companies  might  do  here 
in  the  way  of  a  reinsurance  agreement. 

Mr.  English.  What  we  are  talking  about  here  is  risk.  These  are 
the  types  of  risks  that  you  calculate,  is  that  not  correct? 

Mr.  Fosse.  No,  sir,  I  do  not  have  anything  to  do  with  calculating 
reinsurance  arrangements. 

Mr.  English.  So  you  do  not  know  anything  about  risk? 

Mr.  Fosse.  I  know  a  lot  about  risk,  but  I  do  not  know  anything 
about  the  reinsurance  business  which  we  are  talking  about  here. 

Mr.  Kindness.  Excuse  me.  In  that  context  would  there  be  a  par- 
allel situation?  As  I  understand  it  we  have  a  somewhat  unique  situ- 
ation here  in  terms  of  reinsurance  because  the  reinsurer  sets  the 
premium,  sets  the  policy  as  to  what  they  are  seeking  to  reach  by 
way  of  a  market,  as  compared  to  the  normal  reinsurance  situation, 
where  a  company  goes  out  and  sells  a  product  and  attempts  to  de- 
velop its  market  but  seeks  to  lay  off  some  of  the  risk  through  rein- 
surance agreement.  That  is  a  little  different  kind  of  negotiation  it 
seems  to  me. 

Mr.  Fosse.  Your  point  is  very  well  taken,  Mr.  Kindness;  in  fact, 
in  the  professional  reinsurance  situation  that  company  would  nego- 
tiate with  the  reinsurer  and  they  would  come  up  to  a  consideration 
of  how  much  they  would  charge  for  the  reinsurance.  It  is  almost! 
the  reverse  here,  as  you  say. 

Mr.  Sprague.  Mr.  Congressman,  if  I  might  add  in  regard  to  the 
1983  reinsurance  agreement,  as  you  have  indicated,  the  company 
really  does  not  share  in  the  loss  until  it  reaches  a  certain  level. 
The  reason  for  that  is  that  beginning  with  the  1983  agreement  the 
Federal  Crop  Insurance  Corporation  agreed  to  participate  in  losses 
when  the  loss  ratio  reached  95  percent,  rather  than  100  percent  as 
was  the  case  under  previous  agreements. 

The  Federal  Crop  Insurance  Corporation  agreed  to  that  term  be- 
cause it  felt  there  was  a  necessity  for  private  insurance  companies 
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to  build  reserves  against  the  future  losses  that  they  might  incur  in 

the  course  of  insuring  or  being  the  primary  carrier  of  this  program. 
So  we  began  our  participation  and  losses  at  95  percent  instead  of 
100  percent  under  the  1983  agreement,  and  it  does  create  the  situa- 
tion that  Mr.  English  describes  in  terms  of  loss  ratios  where  com- 
panies actually  begin  to  suffer  a  loss. 

This  agreement  must  be  attractive  enough  to  encourage  the  pri- 
vate insurance  industry  to  deliver  these  services  with  this  agree- 
ment. We  are  contracting  for  the  entire  range  of  private  insurance 
company  services,  and  that  is  our  primary  reason  for  wanting  com- 
panies to  participate  under  that  agreement.  Private  companies  are 
unwilling  on  their  own  to  assume  the  kind  of  risks  that  are  in- 
volved. Mr.  English,  I  do  not  think  there  is  a  company  in  the  world 
:  that  would  reinsure  Federal  crop  insurance,  because  the  risks  of  in- 
;  suring  our  book  of  business  are  so  high  that  the  rates  would  be  so 
high  that  in  all  probability  we  could  not  sell  insurance  if  it  were 
reinsured  by  the  private  sector. 

Mr.  Kindness.  Yes,  but  that  is  what  the  Congress  mandated  you 
to  do. 

I  Mr.  Sprague.  Yes;  we  assumed  the  primary  risk,  and  the  pur- 
Ipose  of  that  reinsurance  is  to  attract  private  companies  to  provide 
the  services,  not  to  assume  a  major  share  of  the  risk.  We  make 
f  :hem  assume  a  small  share  of  the  risk  in  order  that  they  be  kept 
lonest,  in  order  that  they  have  an  economic  incentive  to  be  honest 
t  A^ith  us. 

Mr.  English.  Mr.  Sprague,  exactly  how  many  companies  are  in- 
[  /olved  in  the  reinsurance  program? 

Mr.  Sprague.  I  will  have  to  furnish  that  information  for  the 
ecord.  It  has  grown  slightly.  There  were  some  numbers  tossed 
around  here  a  few  minutes  ago.  I  am  not  certain  that  those  num- 
bers were  exactly  accurate.  They  are  close. 
[The  information  follows:] 

Forty  five  companies  are  involved. 

Mr.  English.  When  the  1983  contract  was  presented  to  the 
Board  for  adoption  on  July  21,  1982,  the  material  included  the  fol- 
owing  statement,  and  I  quote: 

These  proposed  changes  are  consistent  with  the  concept  of  allowing  private  sector 
companies  the  opportunity  to  build  reserves  for  catastrophic  losses. 

That  is  what  you  were  referring  to  a  minute  ago,  Mr.  Sprague.  A 
Drivate  company  risk  reduces  the  need  for  FCIC  to  accumulate  a 
arge  financial  reserve.  The  1980  act  contains  the  following  provi- 
sions, and  I  will  quote  the  pertinent  parts: 

Section  508,  To  carry  out  the  purpose  of  this  agreement  the  Corporation  is  author- 
zed  and  empowered  to  .  .  .  (b)(1)  fix  adequate  premiums  for  insurance  at  such  rates 
as  the  Board  deems  actuarially  sufficient  to  cover  claims  for  losses  on  such  insur- 

Since  and  to  establish  as  expeditiously  as  possible  a  reasonable  reserve  against  un- 
breseen  losses. 

Now  I  would  like  to  ask  each  of  the  Board  members  if  the  action 
;hat  you  took  on  the  1983  contract  fulfills  the  responsibilities  of  a 
nember  of  the  Board  to  establish  a  "reasonable  reserve  against  un- 
foreseen losses." 

Mr.  McFarlane. 

Mr.  McFarlane.  That  was  our  objective,  sir;  yes,  sir. 
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Mr.  English.  But  it  is  stated  in  the  material  that  was  sent  out  to 
you,  and  this  is  the  action  that  you  took,  that  the  private  compa- 
nies would  be  the  ones  who  would  establish  the  reserve. 

Mr.  Sprague.  Not  the  reserve,  a  portion  of  it. 

Mr.  English.  Are  you  telling  me  then,  Mr.  Sprague,  that  the 
Corporation  has  established  a  reserve? 

Mr.  Sprague.  The  Corporation's  actuarial  structure  is  designed 
to  establish  a  reserve.  But  being  in  the  real  world  where  private 
companies  are  assuming  a  portion  of  the  risk,  it  is  also  appropriate 
that  they  establish  some  reserves  to  cover  their  potential  losses. 
Admittedly  their  potential  losses  are  limited  under  the  terms  of 
the  current  agreement  to  11%  percent  or  something  like  that,  1 
guess  it  is  llVs  of  their  premium  income,  but  those  reserves  need' 
to  be  there. 

Mr.  English.  But  the  point  is  there  is  no  reserve  as  far  as  the 
Corporation  is  concerned,  even  though  that  is  what  the  law  pro- 
vides, and  instead  the  provision  has  been  made  for  it  to  be  estab- 
lished with  private  companies  which  have  very  limited  losses. 

Mr.  Sprague.  Only  a  portion  of  that  reserve  is  expected  to  be  es 
tablished  by  those  private  companies. 

Mr.  English.  Well,  we  are  not  talking  about  what  is  expected,  ii 
is  what  is  taking  place.  The  reserve  as  it  stands  now  is  all  with  th( 
private  companies.  None  of  it  is  with  the  Corporation,  is  that  nor 
correct,  Mr.  Sprague? 

Mr.  Sprague.  That  is  correct,  and  only  a  few  private  companies  [ 
have  any  reserve.  Some  of  them  have  had  some  losses  that  exceed 
ed  their  premium  income. 

Mr.  English.  And  the  law  says,  as  I  quoted,  "as  expeditiously  as 
possible." 

Mr.  Sprague.  And  that  is  the  objective  of  our  actuarial  struc 
ture.  It  is  the  basis  for  our  rates. 

Mr.  English.  Mr.  Fosse,  what  do  you  think  about  this? 

Mr.  Fosse.  I  do  not  believe  that  the  1983  reinsurance  contract  ii.f 
inconsistent  with  the  requirement  that  you  have  cited.  The  unforfio 
tunate  situation  is  that  the  Corporation  has  suffered  catastrophic  i 
losses,  and  whatever  reserve  they  had  accumulated  has  been  ab|l 
sorbed  in  indemnity  payments  which  required  the  rate  structure  tcl 
be  adjusted  upward  so  that  the  requirement  of  the  act  can  be  met  ¥ 
But  it  cannot  be  met  overnight  or  over  1  year.  I 

Mr.  English.  I  do  not  read  anything  in  the  law  though  that  saysf* 
that  private  companies  shall  establish  the  reserve.  It  says  that  th(i»i 
Corporation  shall  establish  the  reserve,  and  if  you  have  those  kinc  )Ji 
of  losses,  how  come  we  are  providing  the  reserve  for  the  private  iiio 
companies  to  establish? 

Mr.  Fosse.  I  believe  you  have  to  take  the  act  in  total,  Mr.  Chair  ii 
man.  The  reinsurance  clause  provides  for  reinsurance  agreements  P 
which  are  consistent  with  the  reinsurance  business  and  the  provi^ 
sion  of  compensations  to  the  companies  for  assuming  the  job  thaU3 
we  are  asking  them  to  take,  part  of  that  compensation  being  foih 
the  purpose  of  establishing  their  reserves  against  future  losses.  'O 

Mr.  English.  There  is  nothing  provided  in  the  law.  It  says  in  thefd 
law  that  the  Corporation  shall  establish  a  reserve  as  expeditiouslj  ii 
as  possible  against  unforeseen  losses,  and  that  has  not  been  done 
has  it?  it 


289 

Mr.  Fosse.  It  has  not  been  achieved.  That  is,  the  balance  sheet 
does  not  show  a  reserve  at  the  present  time  because  the  Corpora- 
tion has  had  catastrophe  losses. 

Mr.  English.  But  you  had  provided  for  private  companies  to  es- 
tablish a  reserve,  is  that  not  right? 

Mr.  Fosse.  Established  a  reinsurance  agreement  based  on  the  es- 
tablishment of  a  reserve. 

Mr.  English.  Is  that  in  keeping  with  the  intent  of  the  law? 

Mr.  Fosse.  As  I  understand  it;  yes,  sir. 

Mr.  English.  You  think  that  the  law,  when  it  states  that  this  re- 
serve shall  be  established  as  expeditiously  as  possible,  that  it 
neant  that  you  go  out  and  you  provide  reserve  for  private  compa- 
lies  which  is  not  mentioned  in  here  anyplace,  nowhere  in  the  law? 

Mr.  Fosse.  The  provision  of  the  1983  reinsurance  agreement  al- 
owing  for  compensation  to  the  companies  does  not  take  away  the 
'eserve  objective  of  the  Corporation. 

Mr.  English.  It  simply  provides  the  opportunity,  according  to  the 
memorandum,  for  the  private  sector  companies  to  build  a  reserve 
nstead  of  using  those  funds  to  establish  as  expeditiously  as  possi- 
)le,  as  called  for  by  the  law,  a  reserve  within  the  Corporation. 

Mr.  Askew,  do  you  have  any  comments  you  would  like  to  make 
)n  this?  What  do  you  think? 

Mr.  Askew.  Well,  I  have  no  qualms  with  what  we  have  done. 
There  is  the  two  segments  of  our  insurance.  Back  to  the  master 
marketers  and  the  reinsurance  companies.  I  think  to  bring  in  as 
naybe  the  intent  of  the  law  was  to  bring  in  the  private  sectors, 
hat  is  one  of  the  requirements  to  bring  in  the  private  sector  of  the 
ndustry,  and  as  a  farmer  I  am  very  comfortable  with  the  action 
hat  is  taken. 

Mr.  English.  Even  though,  Mr.  Askew,  there  is  nothing  stated  in 

I  he  law  about  establishing  a  reserve  fund  the  for  private  sector, 

md  the  law  says  clearly  that  such  a  fund  will  be  established  as  ex- 

)editiously   as    possible   for   the   Corporation   against   unforeseen 

osses? 

Mr.  Askew.  But  that  would  partially  satisfy  the  requirements,  if 
hey  had  some  reserve  then  against  catastrophic  losses. 

Mr.  English.  It  says  for  the  Corporation.  It  does  not  say  for  the 
;ompanies. 

Mr.  Askew.  Well,  I  guess  I  consider  the  whole  program  as  part  of 
he  Corporation  myself.  Looking  at  it  from  not  an  insurance  expert 
)r  insurance  scholar.  Basically  myself,  looking  for  the  establish- 
nent  of  some  reserves  possibly  in  the  private  insurance  companies 
o  take  care  of  the  losses  which  we  know  they  will  have  sometime. 

Mr.  English.  So  the  Corporation's  losses  are — the  Corporation's 
noney  is  the  companies'  money?  You  do  not  see  any  difference  be- 
tween the  two? 

Mr.  Askew.  Oh,  yes,  I  see  some  difference  between  the  two  be- 
cause with  the  Corporation  paper  it  is  very  hard  to  establish  a  re- 
serve with  the  problems  we  have  had  in  the  Southeast  and  in  Cali- 
■ornia,  and  we  project  these  things  ahead,  and  as  I  say  it  is  not  an 
jxact  science,  and  as  long  as  I  am  in  it  I  find  out  that  it  is  less  of 
an  exact  science  all  the  time. 

Mr.  English.  But  we  are  talking  about  taxpayers'  dollars,  are  we 
lot,  Mr.  Askew? 
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Mr.  Askew.  And  when  you  jumped  into  the  millions  it  is  hard  to 
say  we  were  frugal  but  as  a  Board  member  the  only  thing  I  can  say 
is  that  we  watch  the  taxpayers'  dollars  on  these,  Mr.  Chairman, 
and  we  are  very  conscious  of  it.  An)d;hing  we  do  we  do  with  that  as 
an  overriding  factor,  I  believe. 

Mr.  English.  The  point  I  am  trying  to  make,  Mr.  Askew,  here,  is 
that  the  money,  a  reserve  fund  established  by  the  Corporation,  that 
is  taxpayers'  money. 

Mr.  Askew.  Yes,  sir. 

Mr.  English.  And  as  a  reserve  it  earns  money,  it  is  capable  of 
earning  money.  It  is  there  to  protect  the  Corporation  against  un- 
foreseen losses.  That  is  the  reason  that  the  Congress  included  this 
phrase,  this  portion.  The  reason  that  they  thought  it  was  urgent, 
that  the  Corporation  do  this  as  expeditiously  as  possible. 

Now,  if  the  Corporation  in  turn  is  taking  those  tax  dollars  and 
turning  them  over  to  a  private  company  to  use  as  a  reserve,  and  I 
would  assume  without  question  to  earn  money,  that  raises  some 
questions.  That  is  the  point  I  am  trying  to  make,  and  the  reason 
that  I  think  that  it  is  important  that  perhaps  you  ought  to  look  att 
the  law,  and  see  what  it  says  and  perhaps  ask  some  questions  as  tc 
whether  or  not  the  law  has  been  followed. 

Mr.  Askew.  Yes,  sir. 

Mr.  Kindness.  Mr.  Chairman,  I  wonder  if  I  might  try  to  better 
understand  what  is  meant  in  this  context  by  establishing  a  reserve 
First  of  all,  the  reserve  as  I  understand  it  that  is  directed  by  thej 
statute  to  be  established  as  expeditiously  as  possible  is  a  reserve! 
against  unforeseen  losses.  ! 

Mr.  Sprague.  And  it  is  a  reserve  that  can  only  be  accumulated 
as  a  result  of  favorable  loss  experience. 

Mr.  Kindness.  And  that  means  that  it  comes  out  of  premium  dol- 
lars, correct?  5| 

Mr.  Sprague.  Yes. 

Mr.  Kindness.  Now  premiums  are  subsidized  to  the  extent  of  3 
percent  by  reason  of  the  statutory  provision,  so  that  in  that  sens 
we  are  talking  about  direct  appropriated  taxpayers'  dollars  to  th 
extent  of  30  percent  if  loss  experience  is  sufficiently  good  that  a 
portion  can  be  set  aside  for  reserve. 

Now,  if  that  reserve  then  is  zero  today  you  could  build  that  re- 
serve to  some  projected  satisfactory  level  that  would  take  care  oi 
foreseeable  unforeseen  losses,  let  us  say  in  an  experience  that  you 
rnight  contemplate  having  over  the  next  5  years.  You  could  do  that 
right  away,  could  you  not,  go  out  and  sell  a  lot  of  insurance  policiesi 
at  a  very  high  cost?  You  could  put  those  premiums  right  up  there 
and  everybody  would  buy  that  insurance  because  it  is  going  to  help 
build  the  reserve. 

Mr.  Sprague.  Somehow  we  doubt  that  that  would  be  the  case 
Mr.  Congressman. 

Mr.  Kindness.  I  think  you  would  lose  customers. 

All  right.  Let  us  take  another  part  of  your  business.  If  I  under- 
stand correctly  the  moneys  paid  to  reinsurers  or  reinsured  compa- 
nies has  to  do  with  the  coverage  of  their  costs,  and  their  costs  in- 
clude losses. 

Mr.  Sprague.  No,  that  is  not  correct.  Their  costs  include  every- 
thing but  indemnity  payments  paid  to  producers. 
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Mr.  Kindness.  So  premium  dollars  cover,  in  that  case,  losses,  and 
Uncle  Sam  pays  them  through  FCIC  for  the  administrative  costs, 
sales  costs,  marketing  costs  and  what  have  you. 

Now,  if  they  have  something  left  over  from  the  total  functioning 
under  reinsurance  contract  that  can  be  called  a  reserve  against 
future  losses. 

Mr.  Sprague.  If  they  are  to  show  a  profit,  yes,  that  could  be. 

Mr.  Kindness.  And  that  is  another  layer. 

Now,  if  you  contract  with  a  reinsured  company  on  a  basis  that 
says,  we  will  know  we  are  not  going  to  be  able  to  pay  you  enough 
so  that  you  can  establish  any  reserves,  after  a  while  that  company 
is  going  to  say,  well,  okay,  these  negotiations  are  going  to  end 
unless  you  are  going  to  take  100  percent  of  the  risk.  Is  that  not  in- 
evitable? 

Mr.  Sprague.  It  is  inevitable.  There  has  to  be  an  economic  incen- 
tive for  that  private  insurance  company  to  spend  its  resources  on 
this  line  of  business. 

Mr.  Kindness.  So  if  you  are  going  to  establish  some  realism  in 
this  contractual  relationship  and  some  risk  on  the  part  of  the  rein- 
sured company  then  on  the  balancing  side  of  that  they  have  got  to 
have  a  way  of  protecting  themselves  against  loss. 

Mr.  Sprague.  Over  the  long  run  they  have  got  to  make  some 
money  off  this  arrangement  or  they  are  not  going  to  be  interested. 

Mr.  Kindness.  I  see.  It  is  all  clear  now.  Thank  you. 

Mr.  English.  Perhaps  I  can  make  it  a  little  clearer  for  the  gen- 
tleman, hopefully.  Mr.  Sprague,  isn't  what  is  happening  here  is  the 
reinsurance  agreement  has  provided  the  reserve  for  the  companies, 
so  what  that  means  is  that  the  companies  cannot  lose  up  to  a  cer- 
tain point,  there  is  no  loss,  they  cannot  lose? 

Mr.  Sprague.  Their  capital  is  not  impaired  until  loss  ratios 
exceed  1.28  under  the  1983  agreement.  Keep  in  mind,  however, 
that  our  1983  experience  on  our  own  paper  is  about  1.40,  so  it  is 
not  unusual  to  have  loss  ratios  that  exceed  that. 

Mr.  English.  But  up  to  this  point  there  is  no  way  that  the  com- 
pany can  lose,  only  the  Corporation  can  lose,  the  Corporation  and 
the  taxpayer  absorbs  the  loss. 

Mr.  Sprague.  And  the  primary  reason  we  have  these  companies 
involved  is  that  we  want  them  to  provide  needed  services  to  pro- 
ducers. 

Mr.  English.  Let  me  go  on  through  this  and  you  can  correct  me 
where  I  am  wrong  there,  Mr.  Sprague,  if  you  will.  With  loss  ratios 
up  to  1.28y3,  there  is  no  way  that  company  could  lose.  They  are 
guaranteed  to  win.  But  we  are  so  concerned  about  their  loss  we  are 
going  to  write  them  up  a  contract  so  that  they  can  establish  a  re- 
serve on  top  of  their  profits  to  guard  against  some  catastrophe  that 
may  come  about  somewhere  down  the  road,  even  though  the  Con- 
gress wrote  into  the  law  that  it  is  the  Corporation  which  must  pro- 
tect itself,  and  goodness  knows  with  a  ratio  like  1.28  Vb  in  which 
they  have  total  exposure  they  need  the  reserve,  but  we  do  not  have 
one.  That  is  the  point,  and  that  is  where  the  problem  lies  as  I  see  it 
in  this  particular  area. 

Mr.  Kindness.  Well  of  course  if  you  come  to  me,  Mr.  Chairman, 
and  ask  me  to  take  on  the  job  of  handling  your  campaign,  to  put  it 
in  another  context,  I  obviously  would  try  to  negotiate  for  a  situa- 
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tion  in  which  I  would  not  be  assuming  the  risk  of  having  to  pay  for 
your  campaign.  This  is  perhaps  not  as  good  a  parallel  as  there 
ought  to  be,  but  if  there  is  a  risk  of  a  loss  above  that  1.28  Va  ratio, 
you  do  not  necessarily  set  up  as  large  a  reserve  as  you  would  if  you 
were  100  percent  at  risk.  But  you  have  got  a  point  at  which  pru- 
dent management  says  if  we  have  got  a  risk  here  we  ought  to  be 
setting  up  a  reserve  against  it.  I  think  that  is  the  point  that  is  in- 
volved. 

Mr.  English.  Maybe  I  can  bring  it  home  a  little  clearer  using 
your  example  there.  If  I  took  your  campaign 

Mr.  Kindness.  I  might  not  run  then. 

Mr.  English.  But  if  I  took  your  campaign  and  I  said  we  will  ne- 1 
gotiate  this  agreement,  I  will  carry  out  certain  services  for  you  for 
a  certain  price  which  will  give  me  a  profit.  I  am  not  liable  for  any 
debts  that  might  be  incurred  or  any  problems  that  might  occur  in 
your  campaign,  plus  then  I  want  you  to  hand  over  to  me  all  of  your 
campaign  fund  to  go  into  my  bank  account  for  me  to  earn  interest 
on  just  to  protect  me  in  case  some  lawyer  figured  out  a  way  to 
hook  me  on  it.  Now  I  think  that  is  probably  a  little  bit  more  in 
keeping  with  the  direction  that  we  are  going. 

Mr.  Sprague.  It  is  not  quite  a  comparable  example. 

Mr.  English.  I  do  not  think  either  one  of  them  was,  but  I  was 
trying  to  get  as  close  as  I  could,  Mr.  Sprague. 

Mr.  Sprague.  The  expense  allowances  do  not  include  to  the  best 
of  our  capability  to  devise  them  profit  for  the  company.  They  only 
pay  for  expenses.  There  is  a  great  deal  of  difference. 

Mr.  English.  But  the  assurance  that  you  will  not  have  a  loss  up 
to  1.28  Vb  assures  you  that  you  are  going  to  have  a  profit  unless  you 
have  got  a  catastrophe,  does  it  not? 

Mr.  Sprague.  That  is  correct. 

Mr.  English.  Well,  we  will  try  to  move  on  to  another  area  unless 
we  can  think  of  somebody  else  s  campaign  to  mess  up  here  today. 

On  personnel  questions,  Mr.  Sprague,  we  talked  earlier  about 
personnel  in  relationship  to  the  actuarial  function.  What  I  would 
like  to  explore  is  the  use  of  personnel  in  other  areas,  basically 
asking  you  and  members  of  the  Board  how  they  would  advise,  or  I 
should  say  how  the  Board  would  advise  the  Manager  with  thoughts 
on  how  to  best  use  these  resources. 

One  of  the  areas  that  bothered  the  General  Accounting  Office 
and  the  Office  of  the  Inspector  General  is  the  Corporation's  lack  of 
audit  capability.  Do  you  have  a  division  or  a  section  or  some  sort  of 
organization  which  does  both  financial  and  management  auditing 
on  a  continual  basis? 

Mr.  Sprague.  We  do  not  at  the  present  time.  We  rely  primarily 
upon  our  Inspector  General  to  provide  those  audit  services. 

There  are  people  who  believe,  including  I  think  probably  your- 
self, that  we  should  have  internal  audit  capability.  We  are  studying 
and  reviewing  our  organizational  structure  with  the  view  toward 
increasing  our  internal  capability  to  perform  this  kind  of  function. 

We  will  have  to  divert  some  resources  from  other  areas  in  order 
to  have  sufficient  personnel  ceiling  slots  to  do  that.  But  a  complete 
realinement  of  our  field  organizational  structure  would  probably  be 
appropriate  at  this  time  because  there  has  not  been  significant  \ 
change  during  the  last  several  years,  and  our  book  of  business  and  |i( 
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our  functions  that  are  performed  by  corporation  people  in  the  field 
has  changed. 

So  I  think  we  have  adequate  and  sufficient  personnel  resources 
to  do  the  job  that  is  needed  to  be  done  in  audit  and  in  other  areas, 
including  new  program  development. 

Mr.  English.  Well,  I  know  in  the  past,  at  least  Mr.  Naylor  has 
pointed  to  the  State  insurance  commissions  as  some  kind  of  audit 
or  oversight  of  this  area. 

Mr.  Sprague.  State  insurance  commissions  do  audit  and  review 
the  activities  of  private  insurance  companies  and  we  do  not  want  to 
duplicate  requirements  imposed  upon  private  sector  companies  by 
such  commissions. 

Mr.  English.  Well,  then,  Mr.  Fosse,  perhaps  you  could  tell  us 
what  an  audit  of  the  State  insurance  commission  consists  of.  I 
know  they  are  all  different,  but  generally  what  does  that  consist 
of? 

Mr.  Fosse.  The  examination  practices  of  the  various  State  insur- 
ance departments  are  aimed  primarily  at  maintaining  assurance 
that  the  companies  will  be  able  to  discharge  their  policyholder  li- 
abilities. 

In  other  words,  that  they  be  able  to  pay  the  losses  that  happen. 

Mr.  English.  So  there  is  no  audit  as  such? 

Mr.  Fosse.  Yes.  I  used  to  work  for  a  private  insurance  company 
and  one  of  the  auditing  firms  had  a  suite  of  offices.  They  were 
there  year-round  to  perform  auditing  functions. 

But  the  insurance  department  examination,  as  I  say,  is  aimed 
primarily  at  assuring  the  solvency  and  the  continuing  ability  of  the 
companies  to  discharge  their  policyholder  liabilities.  That  is  an 
audit  of  a  sort,  but  it  is  not  as  meticulous  as  the  financial  audit 
that  you  would  expect  of  a  CPA  firm. 

Mr.  English.  How  do  they  protect  the  Federal  Government's  in- 
terest? 

Mr.  Fosse.  Under  this  reinsurance  contract? 

Mr.  English.  Yes,  or  audit  of  anything,  any  of  the  companies? 

Mr.  Fosse.  The  State  insurance  department's  determination  of 
the  capability  of  the  company  to  discharge  policyholder  obligations 
3ays  to  the  corporations,  to  FCIC,  that  they  will  be  able  to  pay 
their  losses  and  bear  the  risk  that  they  have  assumed  under  the 
reinsurance  agreement. 

Mr.  English.  I  think  that  would  vary  greatly  from  State  to  State 
as  the  type  of  audit  that  different  States  would  do,  is  that  not  cor- 
rect? 

Mr.  Fosse.  It  probably  does.  I  am  not  all  that  familiar  with  the 
individual  States. 

I  know  the  States  examined  the  organization  I  worked  for,  so  I 
am  familiar  with  the  extent  to  which  they  examined  our  operation. 

Mr.  English.  How  many  reinsured  companies  have  been  audited 
for  FCIC  operations? 

Mr.  Fosse.  You  mean  by  State  insurance  departments? 

Mr.  English.  Right. 

Mr.  Fosse.  I  have  no  way  of  knowing.  They  would  not  be  making 
an  audit  for  the  benefit  of  FCIC.  They  would  be  making  an  audit 
for  their  requirements  under  State  law  and  regulations. 
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Mr.  English.  So  you  really  don't  get  any  information  from  a 
State  audit,  do  you? 

Mr.  Fosse.  There  is  information  which  would  come  to  our  knowl- 
edge if  an  insurance  department  determined  that  a  company  was 
even  on  the  early  warning  list.  You  probably  know  that  periodical- 
ly the  press  mentions — in  the  State  of  Illinois  recently,  there  was  a 
press  release  that  the  commissioner  determined  that  there  were 
some  several  insurance  companies  which  they  had  determined 
were  on  the  early  warning  list;  in  other  words,  some  difficulties  in- 
dicated. That  kind  of  information  would  become  public,  yes. 

Mr.  English.  But  you  have  told  me  that  you  don't  know  who  has 
been  audited,  so  really  you  have  no  idea  whether  any  of  your  com- 
panies that  you  have  contracts  with  have  been  audited.  So,  in 
effect,  unless  one  happens  to  be  audited,  which  the  State  insurance 
company  or  corporation  happens  to  catch  and  make  public  and  you 
happen  to  see,  it  really  does  not  provide  you  any  information,  does 
it? 

Mr.  Fosse.  There  is  another  aspect  of  State  regulation  that  takes 
place.  Each  insurance  company  licensed  in  a  State  must  render  tc 
the  State  insurance  department  annually  what  is  called  the  annual 
statement,  and  it  is  on  prescribed  forms  with  prescribed  informa- 
tion. That  is  the  first  thing  that  takes  place. 

The  basic  information  is  provided  to  the  State  insurance  depart- 
ment for  every  company  licensed  to  do  business  in  the  State. 

Mr.  English.  Do  they  do  that  once  a  year  or  every  6  months' 

Mr.  Fosse.  Some  information  is  provided  quarterly  but  the 
annual  statement  is  a  once-a-year  thing. 

Mr.  English.  And  each  State  does  this? 

Mr.  Fosse.  Yes,  sir. 

Mr.  English.  And  what  information  would  each  State  derive 
from  that  form? 

Mr.  Fosse.  The  amount  of  business  written,  the  status  of  their 
capital  and  surplus,  their  outstanding  liabilities  and  their  net 
worth  position,  and  basically  financial  information  from  which  an 
insurance  department  can  make  a  judgment  whether  they  are  cai 
pable  of  discharging  policyholding  obligations. 

Mr.  English.  How  would  I  compare  that  with  an  audit? 

Mr.  Fosse.  It  is  not  an  audit  except  a  self-audit.  That  is  why  the 
insurance  departments  will  on  a  periodic  basis  descend  upon  insur- 
ance companies  and  actually  examine  them. 

One  of  the  standard  practices  in  the  business,  as  most  corpora- 
tions do,  they  will  have  their  own  audits  performed  for  the  purpose 
of  their  stockholders.  That  information  is  available  to  insurance  de- 
partments. 

Mr.  English.  Still,  it  is  pretty  much  a  hit  and  miss  operation  all 
the  way  through  as  far  as  FCIC  getting  any  information,  isn't  it? 

Mr.  Fosse.  I  would  not  say  hit  and  miss,  but  it  is  not  done  for  the 
purpose  of  satisfying  FCIC  requirements.  They  are  not  concerned 
about  FCIC  requirements. 

Mr.  English.  Mr.  McFarlane,  if  the  personnel  ceilings  or  other 
personnel  constraints  make  it  impossible  to  beef  up  the  organiza- 
tion, has  the  Board  considered  authorizing  contracts  to  auditing 
some  of  the  functions? 

Mr.  McFarlane.  To  the  best  of  my  recollection,  the  answer  is  no. 
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Mr.  English.  And  Mr.  Askew,  many  times  in  the  materials  given 
to  the  Board  or  in  testimony,  there  have  been  discussions  of  paper 
flow  problems  and  efforts  to  get  on  top  of  them. 

Has  the  Board  given  the  Manager  their  thoughts  on  the  subject, 
especially  those  members  in  private  life  and  have  current  experi- 
ence on  how  private  companies  handle  these  problems? 

Have  you  all  been  providing  advice  to  Mr.  Sprague  on  how  he 
might  best  deal  with  the  paperwork  problems  of  the  corporation? 

Mr.  Askew.  Probably,  Mr.  Chairman,  only  in  general  terms,  and 
I  think  the  paperwork  problem  is  much,  much  better  than  the 
problems  we  did  have  when  we  came  on  the  Board,  yes.  But  as  do 
this  and  do  that,  or  don't  do  this  and  do  that,  we  have  never  gotten 
into  that  type  of  advice. 

Mr.  English.  You  Board  members  have  a  considerable  amount  of 
business  experience  and  you  have  been  using  that  experience  then 
to  make  recommendations  to  Mr.  Sprague  on  dealing  with  the  pa- 
perwork problem,  is  that  right? 

Mr.  Askew.  Well,  I  think  most  of  the  farmer  members,  actually  I 
lon't  have  any  conception  on  the  amount  of  paperwork  until  I  got 
to  see  certain  areas  of  it  that  is  involved  in  this  type  of  industry, 
Decause  the  paperwork  involved  in  my  business  is  absolutely  noth- 
ng  compared  with  even  probably  the  same  amount  of  dollars' 
A'orth  involved  in  the  insurance  business  because  it  is  not  passing 
:hrough  several  hands.  It  is  going  directly  to  my  account,  and  I  am 
:he  passer. 

Mr.  English.  Mr.  Fosse,  what  resources  have  been  devoted  to  the 
irea  that  might  be  called  sales  management?  Has  the  Board  been 
concentrating  on  the  sales  management  issue? 

Mr.  Fosse.  Not  specifically.  I  would  have  to  defer  to  manage- 
._nent.  That  would  be  a  delegated  responsibility  to  management. 

Mr.  English.  Mr.  Sprague,  have  you  got  any  thoughts  in  this 
^rea? 

Mr.  Sprague.  Keep  in  mind  that  today  we  are  reimbursing  pri- 
vate sector  insurance  agents  who  are  expected  to  provide  the  sales 
9f  the  Corporation.  We  have  instituted  a  training  program  for  all 
agents  of  Federal  Crop  Insurance  paper,  and  we  have  instituted  a 
certification  examination  which  eliminates  those  who  we  feel,  by 
;est,  are  unfit  or  unqualified  to  sell  crop  insurance. 

We  have  been  involved  in  promotion  and  advertising  efforts,  but 
-he  primary  responsibility  for  sales  now  lies  with  those  private 
sector  people  whom  we  employ  to  do  just  that  function. 

Mr.  English.  In  general,  Mr.  Sprague,  does  your  personnel  ceil- 
ng  allow  the  Corporation  enough  leeway  to  handle  your  problems? 

Mr.  Sprague.  I  believe  it  does. 

Mr.  English.  If  the  ceiling  was  increased,  could  you  put  these 
oeople  to  productive  use? 

Mr.  Sprague.  We  are  currently  using  a  relatively  large  number 
!)f  part-time  employees.  Our  staff  equivalency  ceiling  greatly  ex- 
ceeds our  full-time  ceiling. 

I  think  there  is  a  place  for  part-time  employment  in  the  crop  in- 
surance program  and  I  am  not  recommending  any  change  at  this 
:ime. 

Mr.  English.  The  operation  of  Federal  Crop  Insurance  Corpora- 
ion  has  changed  a  great  deal  since  the  inauguration  of  new  pro- 
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grams.  It  seems  to  me  that  some  of  the  specialties  that  you  have 
had  are  no  longer  needed. 

Have  the  rules  of  civil  service  caused  you  to  reassign  employees 
to  activities  that  they  have  no  background  for? 

Mr.  Sprague.  Generally  speaking,  no.  We  have  had  a  reorganiza- 
tion of  both  our  Kansas  City  and  Washington  offices.  We  have  been 
able  to  accomplish  those  reorganizations,  even  though  we  followed 
RIF  procedures,  without  actually  laying  off  any  employees.  We 
were  able  to  find  jobs  for  which  they  were  qualified. 

In  some  cases,  their  jobs  have  been  downgraded,  but  this  has 
been  the  result  of  reclassification  efforts,  not  reorganizational  ef- 
forts. 

Mr.  English.  For  the  record,  if  you  would,  Mr.  Sprague,  provide 
the  personnel  ceilings  for  each  of  the  years  1980  through  this  year. 

Mr.  Sprague.  We  will. 

[The  information  follows:] 

Personnel   Ceiling   FY   1980    to   Present 

PFT      Positions             All  Other  Positions             Total  Position 

FY    1980                                   560  1000                                        1560 

FY    1981                                   655  1000                                        1655 

*In   FY    1982   USDA   converted    to   Full   Time   Equivalency    CFTE)    Staff   Year 
allocation.      Therefore,    PFT   position   figures    are    included    in   the 
total    staff   year   ceiling. 

PFT   Positions  Total   Staff   Years 

FY    1982  (760)*  1600 

FY    1983  (760)*  1600 

Actuarial  staff  is  authorized  194  positions  in  the  PFT  category. 

This  is  140+  in  the  10  FAO's  and  54  in  the  Actuarial  Division  in  Kansas 

City  Operations  Office. 

Mr.  English.  Mr.  Kindness,  do  you  have  any  further  questions? 
Mr.  Kindness.  No,  I  don't,  Mr.  Chairman.  I  move  we  adjourn. 
Mr.  English.  We  do  have  some  additional  questions  which  we 
would  like  to  submit  to  the  Board  in  writing. 

[Submissions  to  additional  subcommittee  questions  follow:] 
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Additional   Questions    submitted   by   Chairman   English 
■1 


What  percentage  of  total  business  w;is  written,   by  years,   in  the 
expansion  counties?     Give  the  pratdum  incanne  for  each  year7 


About  2h  percent  of  FCIC's  business  for  1982  came  fran  expansion 
counties  insured.     Premium  inccroe  was  $7,502,732. 


What  percentage  of  indemnities  were  paid,  by  year,   for  the  expansion 
counties?     Give  the  dollar  value  of  claims  paid  tor  each  ot  those  years- 

LOSSES  PAID   IN  1982  NEW  EXPANSION  COUNTIES 


STATE 
Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 
Nevada 

New  Hampshire 
New   Jersey 
New  Mexico 
New   York 
North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode   Island 

South   Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West    Virginia 

Wisconsin 

Wyoming 


Number  of 

Claims 

110 

5 

3 

269 

158 

13 

43 

none 

157 

888 

64 

5 

none 

none 

1,354 

47 

1,149 

65 

1 

99 
55 
8 
1,061 
502 
68 
50 
3 
8 
22 
26 
23 
245 
none 
62 
211 
2 
63 
1 
209 
41 
160 
139 
63 
1 
99 
4 
8 
6 
89 


Amount  Paid  $ 
366,561 
19,397 
23,424 
1,127,332 
1,057,222 
34,204 
52,428 
none 
1,112,672 
2,742,190 
206,103 
2,323 
none 
none 
1,895,875 
78,864 
5,668,938 
49,247 
861 
117,873 
93,006 
9,108 
5,493.837 
810, 185 
257,601 
170,674 
12,559 
8,570 
58,639 
105,838 
54,448 
198,781 
none 
71,529 
948,913 
879 
133,692 
81 
1,024,354 
170,460 
358,109 
882,066 
195,937 
27,759 
^193,722 
22,082 
12,318 
9,055 
428,518 


TOTALS 


7,678 


$26,308,134 
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3 Please  provide  the  premium  rate  for  v^eat,  using  the  area 

coverage  basis,  for  1980,  1981,  1982,  1983,  in  Garfield^ 
V  Cimarron  and  Washita  counties. 

Garfield  County,  Oklahoma 
Level  3  Area  Premium  Rates  by  Crop  Year 

Area        1980  1981*  1982*  1983* 

1  6.9  ~BT5  TTS"  "T3 

2  8.0  6.7  6.7  6.9 
*Premium  rate  subsidized 

Cimarron  County,  Oklahoma 

Irrigated:     Level  3  Area  Premium  Rates  by  Crop  Year 

Area  1980  1981*  1982*  1983* 

-T~  TT3  "57r  ~77T  "^TT 

2  12.8  10.0  10.0  10.0 

Non-Irrigated:     Level   3  Area  Premium  Rates  by  Crop  Year 

r^ ^ ^^         ZTT3        21.3 

2         **         **         23.9         23.9 
*Premium  rate  subsidized 
**Non-irri gated  practice  not  insured. 

Washita  County,  Oklahoma 

Level  3  Area  Premium  Rates  by  Crop  Year 

Area        1980        1981*        1982*        1983* 


1 

10.4 

9.1 

11.0 

11.0 

2 

10.1 

8.9 

9.3 

9.3 

3 

10.1 

9.0 

8.2 

8.2 

4 

9.7 

8.8 

7.5 

7.5 

*Premium  rate  subsidized 
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Your  written  statgnent  said  FCIC  is  requesting  authorization  to  use 
the  gnergency  borrowing  authority  contained  in  the  1980  Act.  This 
segjTis  curious  to  me  at  this  time.  The  latest  capital  account  sta torment 
I  have  shows  that  you  expect  to  have  in  excess  of  $477  million  availaEIe 
at  the  end  of  FY  1984  and  you  will  still  have  $100  million  of  stock 
.not  vet  authorized  for  issuance.  Does  FCIC  know  scmething  that  it  is 
not  sharing  with  the  Congress?  Why  not  has  authority  to  issue  the 
rest  of  the  stock? 


No,  FCIC  does  not  know  something  is  about  to  happen  that  is  not  being  shared 
with  the  Congress.  The  Corporation  requested  the  current  indefinite  funding 
authority  in  our  appropriation  to  insure  the  overall  intent  of  the  Corporation 
to  provide  continuous,  reliable  service  to  the  producers  in  the  event  of  a 
catastrophic  loss.  This  authority  would  only  be  used  in  the  event  of  a 
catastrophic  loss.  The  authority  to  borrow  from  the  Secretary  of  the  Treasury 
is  contained  in  section  516(d)  of  the  Federal  Crop  Insurance  Act,  as  amended, 
(7  U.S.C.  1516(d)). 

The  Corporation  can  see  no  immediate  need  to  request  the  remaining  capital 
stock.  However,  if  catastrophic  losses  should  occur,  and  funds  available  to 
the  Corporation  were  insufficient  to  pay  the  losses,  we  would  request  the 
balance  of  $100  million. 
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5,   The  Corporation  has  had  an  advertising  program.  Mould  you  describe  it  to 


us? 


The  1983  ad  campaign  was  designed  so  the  broadest  possible  audience  v/ould  be 
reached  at  the  lowest  possible  cost.     The  media  consisted  of  direct  mail 
brochures  mailed  out  on  a  nationwide  basis,   interviews  and  articles  for 
national   farm  magazines,  nationally-placed  radio  ads,  and  a  series  of  ads 
developed  for  local   use  and  placement  by  agents.     Local   use  ads  contained 
direct  mail   brochures,  pre-recorded  radio  ads,  announcer-read  radio  scripts, 
and  black  and  white  print  ads.     Local   ads  were  made  available  to  agents  and 
provided  space  for  agents  to  personalize  the  ads  with  their  name,  address,  and 
telephone  number.     Nationally-placed  ads  contained  a  toll-free  telephone 
number,  which  could  be  called  by  prospects  to  obtain  the  names  of  agents  in 
the  local   area. 

6.       As  a  matter  of  policy,  what  role  do  you  feel   the  Corporation  should  play 
in  advertising?     Do  you  believe  that  it  is  the  duty  of  the  Corporation  to 
sponsor  some  of  the  advertising,  or  should  it  be  sponsored  by  the 
reinsured  companies  on  their  behalf,  or  by  the  Master  Marketers  as  a 
group,    (series  of  groups)  or  by  the  individual   agents  on  their  own  behalf; 


FCIC's  Board  of  Directors  has  recently  reviev/ed  the  Corporation's  policy  with 
regard  to  advertising  and  other  promotional   activities.     It  has  concluded 
that,  while  a  centrally  coordinated  advertising  program  is  essential,   the 
magnitude  and  diversity  of  advertising  should  be  significantly  reduced. 
Furtner,   it  concluded  that  a  greater  share  of  the  costs  should  be  assumed  by 
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reinsured  companies.  Master  Marketers,  and  their  agents.  The  Corporation  will 
sponsor  a  limited  national  advertising  campaign,  but  reinsured  companies  and 
Master  Marketers  will  have  primary  responsibility  for  local  advertising 
efforts. 

7.   What  has  the  ad  agency  advised  on  the  use  of  the  various  advertising 
media? 


Based  on  extensive  market  research,  Marsteller  has  advised  the  Corporation 
that  maximum  impact  can  be  achieved  through  three  media  which  are,  in  order  of 
importance:  (1)  farm  radio,  (2)  national  farm  publications  such  as  Farm 
Journal  and  Successful  Farmer  and,  (3)  local  news  media. 

We  are  currently  reviewing  the  results  of  the  spring  1983  advertising  program 
to  determine  the  effectiveness  of  this  approach. 

8.   Have  you  used  the  same  ad  agency  all  of  these  years? 


We  have  had  annual  contracts  witn  the  Marsteller  Agency  in  Chicago  for  the 
1979,  80,  81,  and  82  crop  years.  Previous  to  that  time,  for  approximately 
twenty  years,  annual  contracts  were  entered  into  with  a  number  of  other 
agencies. 
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How  did  you  select  the  agency? 


Prior  to  1982,  the  selection  was  made  on  a  sole  source  basis.  However,  in 
1982,  the  selection  was  made  on  a  bid  basis.  It  should  be  pointed  out  that 
the  contracting  procedures  for  the  1982  bid  were  reviewed  by  the  Office  of  the 
Inspector  General  in  May  of  1983,  and  found  to  be  in  conformity  with  federal 
procurement  regulations. 

10.  What  merchandising  methods  have  you  used  to  promote  sales? 

In  addition  to  the  advertising  described  in  Question  #5,  a  great  deal  of 
promotional  work  has  been  done.  Most  promotion  has  been  carried  out  with  the 
use  of  brochures  produced  by  the  ad  agency  and  distributed  through  grower 
associations,  agricultural  agencies,  and  educational  institutions.  These 
brochures  deal  with  specific  major  crop  programs  such  as  corn,  wheat, 
soybeans,  and  cotton,  and  with  general  information  on  crop  insurance  and  its 
importance  to  the  producer.  The  same  material  has  been  provided  to  the 
reinsured  companies  for  distribution  over  their  logo.  In  addition  to  this,  we 
have  enlisted  consulting  services  on  a  national  and  local  basis  to  write  and 
place  news  stories  about  FCIC  in  strategic  farm  and  lending  publications  at 
both  national  and  state  levels. 
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Additional   Questions   submitted  by   Representative   Tom   Lewis 

1       The  Government  pushed  to  get  a  pilot  crop  insurance  program  approved  for 
Collier  --  Lee  --  Gladed  --  and  Hendry  Counties  to  Start  July  1.     What 
do  vou  expect  the  participation  rate  to  be  in  this  program? 

In  approving  a  pilot  program  on  fresh  tomatoes  and  peppers  in  several 
Florida  counties,  the  Federal  Crop  Insurance  Corporation  (FCIC)  Board  of 
Directors  responded  to  requests  from  individual   growers  as  well  as  the 
Florida  Fruit  and  Vegetable  Growers  Association.     Because  of  the 
interest  shown  thus  for,  we  expect  enthusiastic  participation  in  the 
pilot  program.     However,  because  interest  does  not  always  translate  into 
business,  it  is  impossible  to  predict  what  eventual   participation  rates 
will  be. 

-2      Ijhv  were  Palm  Beach  --  Dade  --  Martin  --  and  Broward  Counties  not 
Included? 

New  programs  are  generally  "tested"  in  limited  areas  to  measure  their 
acceptability  and  efficacy.     If  the  pilot  programs  are  efficacious  and 
If  sufficient  producer  interest  is  shown,  consideration  will  be  given  to 
making  the  programs  permanent  and  expanding  coverage  into  additional 
counties.     The  selection  of  the  pilot  counties  in  Florida  was  based  on 
crop  acreage,  value,  interest,  and  suitability.     If  the  programs  are 
successful,  expansion  into  additional  counties  will  be  considered. 

3  Is  there  a  formal   plan  or  schedule  for  making  additional  crops  and 
counties  in  Florida  eligible  for  crop  insurance  by  1985? 

FCIC's  expansion  priorities  have  traditionally  been  in  crops  formerly 
covered  under  USDA's  disaster  payments  program,  which  was  phased-out  in 
areas  as  federal   crop  insurance  became  available.     Other  crops  were 
selected  on  the  basis  of  acreage,  economic  importance  and  producer 
interest.     The  number  of  county  crop  programs  offered  in  Florida  has 
increased  from  76  in  1981   to  195  in  1983,  and  additional   programs  will 
be  available  in  1984.     With  nearly  all   the  former  disaster  crop  acreage 
covered  future  expansion  efforts  will   focus  on  expanding  coverage  in 
existing  crops  and  responding  to  producer  requests  where  there  is  a 
strong  likelihood  of  new  business. 

4  Has  participation  increased  due  to  the  individual  yield  coverage 
■  increase  addendum? 

The  impact  of  the  Individual  Yield  Coverage  (lYC)  program  participation 
rates  is  difficult  to  determine  for  several   reasons.     First,  PIK  has 
resulted  in  decreased  planted  acreage;  second,  agent  training  in  writing 
this  program  was  completed  just  a  few  months  ago;  third,  the  effect  of 
lYC  promotional  activities  has  yet  to  be  felt;  and  fourth.  Agricultural 
Stabilization  and  Conservation  Service  (ASCS)  county  offices,  whose 
cooperation  is  critical   to  the  success  of  the  lYC  program,  were  swamped 
with  PIK-related  work.     Individual   Yield  Coverage  is  generally  endorsed 
as  a  means  of  attracting  more  productive  farmers  into  the  crop  insurance 
program,  however,  and  actual  production  history  will  be  used  as  the 
basis  for  all  yield  guarantees  in  future  years. 
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5  Why  aren't  good  fanners  --  farmers  with  high  acreage  yields  -- 
participating? 

Many  good  fanners  are  already  participating  in  the  crop  insurance 
program.     However,  other  high  production  fanners  have  declined  offers  of 
insurance  because  their  yields  exceed  the  area  yields  on  which 
guarantees  are  calculated.     Basing  future  guarantees  on  actual 
production  history  will,   in  our  opinion,  attract  many  more  above  average 
producers  into  the  program. 

We  also  recognized  that  a  number  of  farmers  will  elect  to  "self-insure" 
regardless  of  the  attractiveness  of  the  insurance  offer,  and  farmers 
with  very  low  annual  yield  deviations  that  seldom  go  below  the 
deductible  level   have  little  incentive  to  insure. 

6  What  is  the  reason  for  the  low  participation  figures  of  fanners  in 
Florida  and  delay  in  implementing  a  crop  insurance  program  in  Florida? 
Is  it  due  to  insufficient  advertising  of  this  program?     Is  it  because 
there  is  not  enough  data  available  on  the  variety  of  crops  grown  in 
Florida? 

Florida  participation  rates  vary  considerably  by  crop  from  a  high  of  70 
percent  for  wheat,  40  percent  for  cotton  and  21   percent  for  soybeans  and 
tobacco,  to  participation  rates  of  less  than  10  percent  for  rice, 
sugarcane,  citrus  and  corn.     The  overall   participation  rate  in  Florida 
is  only  slightly  below  the  national   rate.     Participation  rates  are  often 
a  reflection  of  the  individual   grower's  perception  of  the  risk  involved 
in  growing  the  crop.     Advertising  attempts  to  increase  grower  awareness 
of  the  product  and  promote  a  positive  image,  but  has  little  impact  on  a 
grower's  assessment  of  the  risk  on  his  farm. 

If  there  is  an  appearance  of  delay  in  implementing  a  crop  insurance 
program  in  Florida,   it  may  be  the  result  of  FCIC's  early  emphasis  on 
expanding  into  disaster  crop  areas.     With  virtual   total   coverage  of 
disaster  crop  counties,  we  are  now  considering  more  requests  to  cover 
specialty  crops.     It  is  certainly  true  that  data  on  former  disaster 
crops  is  more  readily  available  than  data  on  specialty  crops. 

7  How  closely  did  the  crop  insurance  program  in  Florida  work  with  the 
county  ASCS  offices  when  designing  the  pilot  program  for  vegetables?     In 
general   --  is  there  a  strong  cooperative  effort  between  the  ASCS  offices 
and  the  Crop   Insurance  program? 

FCIC  involvement  with  county  ASCS  offices  in  designing  the  pilot  program 
for  vegetables  was  negligible  since  ASCS  involvement  in  the  vegetable 
industry  is  so  minimal   itself.     FCIC  has  traditionally  worked  closely 
with  the  Agricultural   Extension  Service  in  developing  new  specialty  crop 
programs. 

ASCS  is  critical  to  the  success  of  the  federal  crop  insurance  program. 
ASCS  county  offices  provide  and  verify  certain  acreage  and  yield 
information,  and  they  will   be  relied  upon  even  more  heavily  in  the 
future  as  we  move  towards  using  actual  producer  records  as  the  basis  for 
yield  guarantee.     We  believe  that  a  strong  cooperative  effort  exists 
between  ASCS  and  FCIC. 
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Do  you  anticipate  any  prerequisite  being  set  for  participation  in  the 
PIK  program  involving  crop  insurance?  In  other  words  --will  a  fanner 
have  to  purchase  crop  insurance  before  he  can  participate  in  the  PIK 
program? 

We  are  not  aware  of  ar\y  specific  plans  to  extend  the  PIK  program  next 
year.  No  requirement  to  enroll  in  the  crop  insurance  program  exists 
under  the  present  PIK  program,  and  if  PIK  is  extended,  we  would  not 
anticipate  such  a  requirement  next  year.  FCIC  does  offer  higher  yield 
guarantees  for  farmers  participating  in  the  voluntary  lend  retirement 
and  PIK  programs. 


Since  fire  and  hail  insurance  had  been  effectively  managed  by  private 
insurers  prior  to  the  creation  of  the  Federal  Crop  Insurance  Program — 
has  the  FCIC  considered  dropping  this  kind  of  insurance  and  filling  in 
only  in  areas  that  the  private  sector  does  not  cover? 


While  it  is  true  that  FCIC  is  now  operating  a  greatly  expanded  crcp 
insurance  program,  it  is  not  expected  to  severely  curtail  the  private 
crop  hail  business.  Federal  Crop  Insurance  and  crop/hail  insurance 
ccnplement  each  other;  and  most  providers  usually  recommend  to  producers 
that  they  carry  both. 

There  is  nothing  in  either  the  crop  insurance  law  or  our  regulations 
vAiich  precludes  a  canpany  from  continuing  to  sell  hail  insurance. 
Also,  no  producer  is  required  to  buy  Federal  Crop  Insurance  if  he 
desires  to  purchase  only  hail  coverage  fran  a  company  selling  such 
insurance.  If  the  producer  wants  both  Federal  Crop  Insurance  and  hail 
coverage,  he  is  free  to  buy  the  hail  insurance  fran  a  caipany  of  his 
choosing.  His  Federal  Crop  Insurance  premium  will  then  be  reduced 
accordingly. 
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Additional    "luest  ions  irojn.  Chairmaji   English    to  Members ,    Board   of 
directors .    'federal    Cro^    Insurance    Conoration.  ~ 


United  States  Federal  Crop  nfc-;,-^  ^f   *h^  ii,,i„-„„*„„     r.  r 

Department  of  Insurance  Office  of  the  Washington.   D.C, 

Agriculture  Corporation  Manager  20250 


'The  Honorable  Glenn  English 
Chairman 

Government  Information, 
Justice  and  Agriculture  Subcommittee 
Committee  on  Government  Operations 
B-349-C  Rayburn  House  Office  Building 
Washington,  D.C.     20515 

Dear  Mr.  Chairman: 

In  response  to  your  written  requests  to  Federal  Crop  Insurance  Corporation 
board  of  directors,   the  attached  question  and  answer  list  is  provided. 

The  responses  were  drafted  by  member  E.   Ray  Fosse  and  submitted  to  me  during 
the  Boards'  most  recent  meeting  June  20-21.     These  responses  have  the  full 
concurrence  of  members  William  H.  Houston  III  of  Tunica,   Mississippi  and 
William  F.  McFarlane  of  Clovis,  California. 

Aiv  changes  or  corrections  of  the  hearing  transcript  by  these  board  members 
will   be  incorporated  into  the  final  copy. 


Sincerely, 


MERRITT  W.   SPRAGUE 
Manager 
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1.     During  the  hearing   I  asked  parallel   questions  about     the  management  of  the 
Master  Marketer  and  reinsured  company  agreements.     I  was  interested  in 
determining  if  the  Corporation  management  conducts  systematic  analysis  of 
the  compensation  rates  paid  the  entities.     Mr.  Sprague  said  he  felt  that 
they  were  correct  because  he  receives  as  mariy  comments  that  they  are  too 
high  as  he  does  that  they  are  too  low. 

The  funds  used  to  make  these  payments  are  direct  appropriations  from  the 
Treasury  and  should  be  disbursed  only  after  careful   study.     Will  you,  in 
the  future,   require  management  to  provide  you  with  adequate  analysis  of 
the  compensation  rate  structure  before  approving  the  agreements? 

1.  Answer:     Yes 

2,  As  a  matter  of  policy  what  role  do  you  feel   the  Corporation  should  play  in 
advertising? 

2,  Ansv/er:     Minor,  if  any. 

3.  Do  you  believe  that  it  is  the  duty  of  the  Corporation  to  sponsor  some  of 
the  advertising,  or  should  it  be  sponsored  by  the  reinsured  companies  and 
Master  Marketers  on  their  own  behalf? 

3.  Answer:     In  my  view,  FCIC  has  no  "duty"  to  sponsor  advertising.     However, 

in  the  effort  to  promote  understanding  of  the  program,   it  should 
sponsor  educational  material    for  direct  mail   to  fanners  and  for 
the  agents  in  their  sales  efforts.   I  suggest  the  primary 
advertising  sponsorship  should  be  by  the  companies,  master 
marketers  and  agents. 

4.  Should  the  Corporation  provide  all  advertising  materials? 

4.  Answer:     No 

5.  Should  the  Corporation  allow  the  companies  and  Master  Marketers  to  develop 
their  own  advertising  copy? 

5.  Answer:     I  am  not  aware  tliat  FCIC  has  authority  to  allow  or  disallow 

advertising  projects  of  the  companies  or  master  marketers. 
However,   it  would  seem  prudent  that,  since  they  are  selling  the 
same  product,   there  should  be  some  coordination  of  effort  toward 
standardized  representation  of  the  program.     Beyond  that,   I  would 
encourage  individual   initiative  of  companies,  master  marketers 
and  agents. 

6.  Should  individual   agents  selling  for  either  of  the  companies  or  the  Master 
Marketers  sponsor  and  pay  for  advertising? 

6.     Answer:     I  would  encourage  agents  to  apply  all   their  sales  techniques, 

both  singly  and  in  cooperation  with  the  reinsured  companies  and 
master  marketers. 
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Mr.  English.  Again,  I  want  to  tell  you  how  much  I  appreciate 
your  cooperation  today.  It  has  been  a  grueling  day  for  all  of  us,  I 
am  sure.  It  has  been  a  long  day,  that  is  for  certain,  and  I  appreci- 
ate the  cooperation  of  the  Board  members. 

Again,  I  want  to  commend  the  Board  members  for  their  sacrifice 
and  time  and  effort.  I  know  that  in  any  of  these  jobs  you  do  a 
public  service.  You  are  to  be  commended  and  we  appreciate  your 
cooperation. 

With  that,  we  will  recess  subject  to  the  call  of  the  Chair, 

Thank  you. 

Mr.  Sprague.  Thank  you. 

[Whereupon,  at  4  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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Materials  From  Meetings  of  Board  of  Directors,  Federal  Crop 
Insurance  Corporation,  December  1980-June  1983 

General  Understanding  Between  the  Federal  Crop  Insurance  Corporation 
AND  THE  Private  Insurance  Sector  for  Implementing  the  Federal  Crop  Insur- 
ance Act  of  1980,  December  24,  1980 

Tne  Federal  Crop  Insurance  Act  of  1980  calls  for  an  expansion  in  the 
availability  of  all  risk  crop  insurance.  This  legislation  provides  that  the 
insurance  should  be  made  available  through  the  cocbined  services  of  the 
private  insurance  industry  and  the  Federal  Crop  Insurance  Corporation  (FCIC). 
This  general  understanding  was  developed  by  a  coinittee  representing  the 
crop-hail  insurance  industry  and  the  management  for  FCIC,  and  provides  a  basis 
for  the  initial  agreements  and  indicates  a  desirable  longer  tern  evolution  for 
the  relationship. 

Prograo  Objectives 
The  program  of  all  risk  crop  insurance  will  be  guided  by  the  Federal  Crop 
Insurance  Act  of  1980  and  applicable  sections  of  earlier  statutes.  The 
legislation  indicates  the  general  principles  and  provisions  upon  which  the 
insurance  program  should  be  based.  FCIC  will  remain  responsible  to  Congress 
for  meeting  the  legislative  intent  and  will  make  an  annual  report  on  program 
results.   The  private  insurance  sector  recognizes  the  objectives  behind  the 
legislation  and  will  assume  a  strategic  role  in  their  achievement. 

The  following  suniinarizes  the  objectives  relevant  to  this  understanding  which 
have  been  established  by  Congress: 

—  To  establish  the  crop  insurance  program  as  the  primary  form  of  Federal 
disaster  protection  for  farmers. 

—  To  achieve  a  high  rate  of  participation  by  farmers  throughout  the 
nation  in  all  crops  for  which  insurance  coverage  is  available. 

—  To  utilize  sound  insurance  principles  in  developing  coverages,  preniiua 
rates,  and  policy  terms. 

—  To  implement  the  program  with  a  minimum  addition  of  Federal  employees. 

—  To  encourage  to  the  maximum  extent  possible  the  sale  of  Federal  Crop 
Insurance  through  licensed  private  insurance  agents  and  brokers. 

—  To  reinsure,  to  the  maximum  extent  practicable,  primary  insurers 
writing  all-risk  crop  in3ura::ce. 

'  To  develop  terms  of  reinsurance  which  are  consistent  both  with  sound 

reinsurance  principles  and  the  establishment  of  a  reasonable  reserve 
against  unforeseen  losses. 

Reinsurance  by  FCIC  of  companies  writing  all  risk  policies  is  a  major  means  of 
accomplishing  prograa  objectives.   The  following  indicates  the  role  and  scope 
for  reinsurance: 

—  Reinsurance  will  be  initiated  as  soon  as  possible  on  a  broad  scale. It 
is  desirable  that  this  approach  be  expanded  rapidly  and  early  steps 
undertaken  to  establish  the  base  upon  which  to  expand.  There  will  be 
no  sacrifice  in  quality  control  for  rapid  expansion. 

—  Reinsurance  arrangements  will  be  based  upon  reinsurance  principles 
taking  into  account  general  practices  in  the  insurance  industry. 

(309) 
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The  farmer  will  have  the  sane  Federal  benefits  and  program  provlalona 

whether  Insurance  is  purchased  from  a  relnsurod  company  ordirectly 
from  FCIC.  Therefore,  the  coapanies  will  be  reimbursed  for  their 
expenses  and  their  policyholders  will  receive  the  same  premium  subsidy 
as  FCIC  customers  so  that  the  insurance  companies  can  be  competitive 
.with  FCIC  outlets. 

FCIC  will  utilize  its  limited  resources  in  a  manner  that  compliments  the 
functions  provided  by  the  private  insurance  sector.   The  principail  role  for 
FCIC  personnel  will  be  to: 

—  Assure  that  there  is  a  sound  actuarial  structure. 

—  Work  towards  an  orderly  expansion  in  the  availability  of  insurance  to 
additional  crops  and  geographic  areas. 

—  Develop  effective  marketing  and  servicing  channels  utilizing  company 
cflOttacts,  local  USD A  offices,  independent  agents  and  other 
appropriate  channels  in  addition  to  reinsurance  agreements.   The  use 
of  FCIC  resources  for  program  delivery  will  be  concentrated  in  areas 
where  the  private  sector  has  the  least  success  in  gaining 
participation. 

—  Work  cooperatively  with  the  private  sector  to  expand  the  capacity  and 
capabilities  of  companies  in  providing  all  risk  crop  insurance.  This 
cooperation  will  encompass  training  and  the  development  of  procedures 
and  systems. 

—  Maintain  quality  control  over  all  facets  of  the  program  including 
those  portions  undertaken  by  FCIC,  other  USDA  employees,  and  the 
insurance  sector. 

CoEmunications  between  FCIC 

and  the  Insurance  Industry 
As  indicated,  the  needs  of  farmers  can  best  be  served  through  cooperation 
between  the  private  insurance  sector  and  FCIC.   Close  cooperation  and 
coordination  between  the  private  sector  and  FCIC  will  foster  the  growth  and 
evolution  of  the  program.   The  success  of  this  cooperation  will  in  large 
measure  determine  both  the  long  term  role  of  the  private  sector  and  the 
success  of  the  program  in  serving  the  American  farmer. 

The  private  industry  will  formally  or  informally  establish  a  broadly  based 
trade  group  through  which  the  coordination  can  be  achieved.    The  group 
will  serve  as  a  liaison  for  the  resolution  of  general  issues.   It  will  also 
work  with  FCIC  to  find  innovative  ways  to  provide  crop  icburance. 

The  liaison  group  and  FCIC  management  will  draw  upon  subject  matter  experts 
and  consultants  from  both  the  insurance  industry  and  FCIC  as  needed  to  resolve 
technical  questions  and  details.  ■  This  liaison  process  will  be  particularly 
important  in  developing  procedures  so  that  the  hail  exclusion  option  can  be 
administered  efficiently  and  equitably. 

A  Business-Like  Relationship 
The  operation  of  the  reinsurance  program  will  be  based  upon  terms  and 
conditions  that  are  binding  upon  both  I'CIC  and  the  participating  insurance 
companies.    FCIC  will  not  unilaterally  issue  regulations  or  otherwise  take 
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actions  that  would  adversely  affect  the  participating  company  prior  to  the 
expiration  of  the  agreements.   Changes  will  be  inpleaented  prior  to  the 
beginning  of  crop  years. 

Risk  Sharing; 
FCIC  will  make  available  to  the  Insurance  companies  both  reinsurance  and  the 
opportunity  to  write  or  market  service  crop  insurance  without  bearing  risk. 
The  companies  that  are  reinsured  will  retain  a  share  of  the  risk.   The 
companies  may  obtain  further  reinsurance  providing  that  the  primary  company 
retains  a  minimum  level  of  liability.   The  companies  that  market/service 
without  risk  bearing  will  not  adjust  the  losses  on  the  policies  that  they 
sell.   FCIC  will  retain  responsibility  for  loss  adjustment  on  such  policies. 
Therefore,  a  company  will  be  able  to  provide  the  insured  a  complete  package  of 
marketing,  servicing,  and  loss  adjustment  services  only  if  risk  bearing  by  the 
company  is  entailed. 

Companies  bearing  risk  will  be  permitted  to  refuse  risks  that  they  deem 
unacceptable.   FCIC  will  be  notified  of  any  applications  that  are  rejected  and 
of  terminations  for  those  currently  insured.   The  Corporation  will  retain  the 
right  to  offer  those  farmers  coverage  at  its  own  risk.   Any  premium  credit  or 
surcharge  resulting  from  experience  will  follow  with  the  producer  for  policies 
transferred  between  FCIC  and  a  company  (either  to  or  from  the  company)  and 
between  companies.   Agent  conunissions  for  policies  transferred  will  also  be 
based  upon  the  carryover  rate. 

Reinsurance  will  be  available  Initially  only  for  crops  on  which  all  risk 
insurance  is  provided.   As  experience  is  gained,  extension  of  reinsurance  to 
specific  risk  programs  will  also  be  considered. 

Legislative  Requirements 
The  basis  for  a  Federal  Crop  Insurance  Program  is  Federal  law  with  which  all 
FCIC  agreements  with  the  private  insurance  sector  must  comply.   FCIC 
agreements  with  the  private  sector  will  assure  that  the  coverage  available  to 
farmers  meets  the  legislative  requirements.   The  agreements  will  be  limited  to 
reputable  companies  that  will  be  able  to  meet  their  commitxents  to  their 
farmer  customers. 

While  the  Federal  implementing  legislation  takes  precedence  over  some  of  the 
regulations  and  laws  of  the  Individual  states,  state  regulations  must  be 
recognized.   The  provisions  in  reinsurance  agreements  may  determine  the  extent 
to  which  the  companies  are  subject  to  state  control  over  policy  provisions  and 
state  premium  taxes.   It  is  to  the  benefit  of  the  program  to  retain  uniformity 
among  states,  and  all  policies  must  meet  the  requirements  of  the  Federal 
legislation.   Participation  by  companies  will  not  be  applicable  in  states 
whose  requirements  differ  from  those  of  the  Federal  Crop  Insurance  Act  or 
conflict  with  the  busic  policies  established  by  the  FCIC  Board  of  Directors. 

Actuarial  Structure 
FCIC  and  the  insurance  companies  will  work  closely  to  improve  the  actuarial 
structure  for  the  policies  offered  to  farmers.   Representatives  of  the 
insurance  Industry  will  have  ample  opportunity  to  discuss  and  recommend 
actuarial  procedures  to  FCIC.   Continued  innovation  in  the  development  of  the 
actuarial  structure  would  be  desirable.   Generally,  the  companies  will  offer 
the  same  rates  and  coverages  established  by  the  FCIC  Actuarial  Staff  and 
utilized  by  the  direct  FCIC  marketing  outlets. 
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Reserve  for  Unforeseen  Losses 
FCIC  is  required  by  law  to  accunulate  a  reserve  for  unforeseen  losses.   The 
reserve  requlrenent  applies  to  the  risks  borne  by  the  Corporation  through 
reinsurance.   An  allowance  for  a  reserve  will  be  built  Into  any  reinsurance 
agreementg.   Statistical  analysis  and  experience  will  determine  how  much  of 
the  underwriting  surplus  (reserve  for  unforeseen  losses)  should  go  to  FCIC  and 
the  share  to  be  retained  by  the  companies. 

Principles  of  Reimbursement  and  Auditing 
The  companies  are  entitled  to  reimbursement  of  reasonable  costs  incurred  in 
operation  of  the  program  including  an  appropriate  return  on  capital  provided. 
The  expense  relmbursenient  will  be  paid  with  regularity  to  alleviate  cash  flow 
problems.   The  level  of  expense  reicbursemeno  Will  oe  based  upon  the  data  that 
are  available.   The  reimbursement  schedule  will  include  paynent  for  agent 
selling.  Each  company  may  develop  Its  own  commission  rate  schedule,  with  the 
overall  amount  subject  to  the  level  of  expense  reimbursement. 

Each  company  will  undergo  a  regulai-  audit  to  assure  program  soundness  and  to 
provide  a  data  base  for  the  evaluation  of  reimbursement  levels.   This  audit, 
to  be  conducted  at  FCIC  expense,  will  provide  estimates  of  the  administrative 
costs  for  writing  all  risk  crop  insurance.   FCIC  will  undergo  a  similar  audit 
for  Its  activities  that  parallel  those  of  the  reinsured  companies  so  that 
program  results  may  be  fairly  compared.   Recognition  will  be  given  in  the  FCIC 
audit  to  any  special  advantages  or  disadvantages  applicable  to  Government 
agencies. 

Data  Requirements 
The  actuarial  structure  for  the  program  will  continue  to  be  based  upon  the 
record  of  experience  for  the  individual  insured.  FCIC  will  retain  a  record  of 
experience  for  the  individual  insured  including  those  purchasing  from  a 
participating  company.   Therefore,  data  summarizing  the  annual  results  for 
each  individual  producer  will  be  supplied  to  FCIC.   These  data  can  be  provided 
directly  from  the  company  to  FCIC  or  through  an  organization  servicing  the 
company  data  needs.   It  will  be  necessary  that  most  of  the  data  transfer  be  by 
electronic  means. 

The  companies  will  also  provide  FCIC  with  periodic  (probably  monthly)  reports 
on  sales,  indemnities,  and  expected  indemnities.   These  data  are  necessary  to 
reimburse  the  coapanies  for  expenses  eind  excess  losses,  to  provide  a  basis  for 
FCIC  to  pay  the  Government's  share  of  policyholder  premiums,  to  al]ow  FCIC  to 
monitor  spending  of  appropriated  funds,  and  to  facilitate  control  of  FCIC's 
cash  flow.   The  reports,  limited  to  the  data  needed  for  the  operation  of  the 
program  and  for  monitoring  program  results,  will  be  constructed  so  as  to  not 
entail  a  heavy  administrative  burden  for  the  companies. 
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This  understanding  la  a  joint  effort  of  a  conaittee  from  the  private  insurance 
industry  and  FCIC  iaana£eaent.   It  presents  a  workable  frajuework  for 
cooperation  between  FCIC  and  insurance  coDpanies  and  provides  flexibility  to 
meet  the  interests  and  needs  of  both  FCIC  and  the  insurance  sector.   The 
result  should  be  a  mutually  beneficial  long  term  relationship  and  a  further 
strengthening  of  the  agricultural  sector. 


Representatives  of  the  Representative  from 

Private  Insurance  Sector  FCIC 

^^^^^ 
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Subject:   Board  Memorandum  No.  6  -  Expansion  Philosophies 


To 


Board  of  Directors 


The  Federal  Crop  Insurance  Act  was  amended  in  September  1980.  The  new  law 
removed  the  previous  restrictions  upon  geographic  and  multi-crop  expansion. 
It  removed  certain  indebtedness  to  the  U.S.  Treasury.   It  emphasized  the 
expansion  of  the  All-Risk  Crop  Insurance  program  so  that  the  low  yield  crop 
disaster  payments  program  could  be  phased  out.   It  emphasized  that  the  crop 
insurance  program  should  utilize  the  private  insurance  industry  to  the 
maximum  extent  possible. 

The  three  top  executives  of  the  Corporation,  under  the  previous  administration, 
were  relieved  of  their  duties  and  then  later  resigned.   The  Corporation  was 
without  a  permanent  Chief  Executive  Officer  for  over  a  year.   Nevertheless, 
interim  management  made  some  plans  to  implement  the  new  law  and  programs.   When 
the  new  administration  took  over  in  early  1981,  it  was  decided  to  accelerate 
the  expansion  plans  so  that  the  low  yield  disaster  payments  program  could  be 
phased  out  in  1982.   This  was  and  is  a  desirable  goal,  but  it  did  bring 
considerable  stress  to  the  Corporation. 

A  few  numbers  will  help  give  perspective  on  the  size  of  the  task  which  was 
undertaken.   The  1981  expansion  was  from  less  than  2,000  counties  to  preparing 
to  serve  approximately  3,000  counties  in  a  1-year  time  frame.   Expansion  of 
the  number  of  crops  available  for  insurance  protection  was  increased  in  many 
counties;  up  to  a  total  of  28  different  crops  is  now  available.   Actuarial 
data  had  to  be  accumulated  on  many  new  crops  in  many  new  counties.   The  premium 
income  grew  from  $151  million  in  1980  to  approximately  $350  million  in  1981. 
The  number  of  policies  increased  from  approximately  225,000  in  1980  to  approxi- 
mately 400,000  in  1981.   There  were  approximately  11,000  individual  agents 
signed  up  to  deliver  insurance  in  1981.   A  marketing  plan  is  in  place  to 
generate  from  $600  to  $700  million  premium  income  in  1982  serving  approximately 
810,000  contracts. 

The  law  imposed  a  personnel  ceiling  of  760  positions.   Budgetary  restrictions 
imposed  additional  constraints.   Faced  with  these  resource  restrictions,  it 
became  obvious  that  the  Corporation  could  not  physically  recruit,  train, 
service,  and  exercise  quality  control  over  a  sufficient  number  of  direct  agents 
to  successfully  deliver  the  volume  of  insurance  protection  which  was  desired. 

The  best  alternative  was  to  leverage  the  Corporation's  available  resources  and 
utilize  the  already  established  private  insurance  sector.   Fortunately,  this 
was  not  only  compatible  with,  but  in  compliance  with  the  law. 


The  Federal  Crop  Insurance 
Corporation  is  an  agency  of  the 
Department  o(  Agriculture 
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Even  though  small  pilot  programs  in  reinsurance  and  master  marketing  agreements 
were  carried  out  in  1981,  the  expanded  programs  for  delivery  of  crop  insurance 
for  the  1982  crop  year  are  virtually  sailing  in  uncharted  waters.   Even  though 
the  reimbursement  schedule  for  the  reinsured  companies  is  based  upon  the 
Corporation's  cost  experience,  there  remains  some  question  about  the  appropriate- 
ness of  the  rates  selected.   The  scale  of  activity  is  quite  different  and  the 
correctness  of  the  allocation  of  expenses  for  previous  years  has  been  challenged 
by  some. 

Ideally  it  is  always  desirable  to  have  extensive  research  and  an  economic 
analysis  completed  prior  to  reaching  a  decision.   Since  several  months  lead 
time  is  required  to  execute  agreements,  develop  a  marketing  program,  train 
sales  agents,  gear  up  for  the  processing  function,  establish  quality  control 
program,  etc.,  decisions  had  to  be  made  in  May  and  June  1981  to  implement  the 
reinsurance  program  for  the  1982  crop  year.   A  choice  had  to  be  made  to  delay 
the  program  until  more  research  information  was  available  or  to  proceed  with 
the  limited  information  which  was  available  and  get  the  program  underway. 

After  extensive  negotiations  between  the  Corporation  and  representatives  of 
the  private  insurance  industry,  reimbursement  rates  were  agreed  upon.   Since 
these  rates  reflected  the  cost  experience  of  the  Corporation,  seemed  reasonable 
in  amount  and  appeared  to  be  sufficient  to  generate  the  support  of  the  industry, 
the  rates  were  approved. 

Commission  rates  for  the  master  marketing  agreement  contract  were  calculated 
to  be  somewhat  less  than  the  reimbursement  schedule  for  the  reinsured  companies 
since  they  perform  fewer  functions  and  do  not  share  in  the  risk.   The 
commission  rates  for  individual  agents  were  reduced  even  more  because  of  the 
increased  costs  to  FCIC  in  servicing  these  agents.   A  minimum  commission  was 
also  incorporated  in  the  individual  agents  contract  to  encourage  them  to 
service  the  small  farmer. 

Even  though  most  of  these  decisions  were  made  prior  to  my  arrival,  I  support 
the  decisions  on  rates  and  commissions  as  being  prudent  and  responsible.   I 
recognize  that  it  would  be  a  false  economy  to  have  saved  some  money  in 
commission  only  to  have  the  program  fail. 

It  is  my  opinion  that  no  one  can  document  what  the  precise  rates  and 
commissions  should  be  at  this  point  in  time.   Both  the  Corporation  and  the 
industry  are  exploring  new  territory.   We  intend  to  monitor  the  cost  very 
carefully;  and  if  any  appear  to  be  off  target,  adjustments  can  be  made  on  an 
annual  basis.   I  am  convinced  that  neither  the  farmer  nor  the  taxpayer  is 
being  exploited  under  the  present  arrangements.   I  also  have  conviction  that 
the  total  cost  to  the  Government  will  be  less  than  that  of  the  several  ad  hoc 
disaster  payments  programs  tried  in  the  past.   In  addition,  more  crops,  more 
geography,  and  more  farmers  will  be  protected  by  this  self-help  insurance 
program. 

Almost  since  its  inception  43  years  ago,  there  has  been  a  continuing  debate 
as  to  the  role  ASCS  should  play  in  the  crop  insurance  program.   Studies  have 
been  made  and  pilot  projects  have  been  carried  out.   The  present  memorandum 
of  understanding  is  our  best  effort  in  maximizing  efficiency  by  using  the  best 
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resources  in  each  agency.  However,  with  the  recent  phasing  out  of  part  of 
ASCS's  role,  increased  pressure  has  been  brought  to  bear,  primarily  by  the 
Association  of  Elected  County  Committeemen,  to  permit  county  ASCS  offices  to 
sell  and  service  All-Risk  Crop  Insurance  contracts.   This  adds  fuels  to 
another  long  standing  debate  -  government  delivery  vs.  private  delivery. 

In  previous  studies,  it  has  been  concluded  that  county  ASCS  people  are  employed 
and  trained  to  provide  Government  assistance  programs  to  farmers  and  they  are 
not  necessarily  qualified  to  deliver  and  service  an  actuarially  sound  crop 
Insurance  program.   There  have  been,  however,  isolated  pilot  projects  in  which 
ASCS  did  achieve  a  satisfactory  level  of  participation.   Unfortunately, 
reliable  cost  comparison  data  is  not  available.   This  is  not  surprising  because 
traditionally  governmental  entities  have  difficulty  in  calculating  total  costs 
accurately. 

A  number  of  private  insurance  companies  view  any  governmental  delivery  system 
as  unfair  competition  -  they  assume,  with  some  justification,  that  they  will 
be  competing  with  a  competitor  which  will  make  political  decisions  rather  than 
business  decisions  which  are  disciplined  by  the  necessity  for  profit.   In 
addition,  they  are  fearful  of  competing  with  an  entity  which  is  being  subsidized 
by  a  Government  with  overwhelming  resources.   Some  private  companies  catagorically 
state  that  if  they  will  be  forced  to  compete  with  the  Government,  they  will 
choose  not  to  participate  at  all.   Therefore,  the  option  to  go  both  Government 
and  private  may  not  be  a  viable  option. 

Actually,  if  the  decision  were  made  to  attempt  to  deliver  any  significant  amount 
from  the  Government,  it  would  make  sense  to  first  utilize  the  presently  trained 
FCIC  employees  rather  than  attempt  to  utilize  new  untrained  ASCS  employees. 
These  sales  people  are  presently  being  phased  out  of  FCIC  and  are  being  replaced 
by  computer  programmers,  actuarial  professionals,  quality  control  people, 
economists,  etc.   With  the  private  sector  delivering  the  vast  majority  of  the 
insurance,  FCIC  needs  to  staff  up  to  perform  increased  actuarial  functions, 
improve  data  processing  activity,  develop  quality  control,  advance  research, 
market  research,  cost  analysis,  improve  efficiency,  etc. 

The  1980  Federal  Crop  Insurance  Act  mandates  that  the  insurance  program  be 
actuarially  sound.   In  spite  of  this,  there  are  some  who  view  this  program  as 
a  Government  assistance  program  rather  than  a.   self-help  insurance  program. 
Even  though  there  are  members  of  Congress  who  prefer  that  FCIC  be  a  welfare 
or  assistance  program,  management  intends  to  comply  with  the  spirit  and  intent 
of  the  law  and  provide  a  sound  insurance  program.   In  fact,  I  feel  that  the 
farmer  is  best  served,  long  term,  by  having  a  financially  sound  institution 
which  is  or  approaches  a  self-sustaining  level. 

A  sizeable  portion  of  the  private  crop  hail  insurance  sector  still  prefers 
that  FCIC  not  sell  fire  and  hail  coverage.   During  the  course  of  the  legislative 
debate  for  the  FCI  Act  of  1980,  a  devise  was  created  whereby  fire  and  hail  could 
be  optioned  out  of  the  FCIC  policy  and  a  credit  would  be  given  for  the  premium 
subsidy  for  an  equal  amount  of  coverage  from  the  private  sector  on  these  two 
perils.   Statistically  speaking,  a  low  percentage  of  farmers  have  elected  to  opt 
out  this  coverage.   A  larger  number  of  farmers  has  apparently  purchased 
additional  coverage  from  the  private  sector  to  supplement  the  FCIC  coverage. 
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The  present  FCIC  strategy  is  to  continue  on  the  present  plan,  study  the  effect 
of  various  alternatives  and  look  at  additional  experience  with  the  present 
"option  out"  policy. 

In  summary,  the  present  expansion  philosophies  are  in  effect: 

1.  Expand  rapidly  so  that  the  All-Risk  Crop  Insurance  will  be  available  on  the 
six  disaster  crops  in  every  county  in  1982. 

2.  Deliver  the  vast  majority  of  FCIC  insurance  through  the  private  insurance 
sector  with  major  emphasis  on  the  reinsurance  concept. 

3.  Establish  reimbursement  rates  and  commission  schedules  to  assure  success 
and  then  fine  tune  for  greater  efficiency. 

4.  Deliver  insurance  through  the  Government  sector  (FCIC/ASCS)  only  when  no 
other  private  insurance  delivery  system  is  available. 

5.  Continue  to  include  fire  and  hail  in  FCIC  policy  the  "option  out"  privilege 
until  more  research  and  experience  is  available. 

By  necessity,  most  of  these  expansion  philosophy  decisions  are  being  implemented; 
they  are  not  set  in  concrete,  however,  and  can  be  altered  or  amended.   It  would 
be  desirable  if  these  philosophies  were  discussed  by  the  Board.   After  a 
discussion,  the  Board  can  take  action  to  amend,  concur,  or  defer  until  next 
meeting. 


MELVIN  E.  SIMS 
Chairman 
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Kc'iorable   A.    vTare?-   P'jrncs 
General    Ccunsol 

U.S.    Depar  t-.cr.t    of    A^ricultore 
V.'aEhlrgton,    D.C.      2G250 

Peat    J  3  ra : 

ivQ  crs    '.n    receipt  of  your  letter  of  June-  -4,  1931^ 
r ecjusst ;.ng  our  opinJon  as  to  whether  the  Stancard 
Keincurance  Agreer.ent  utilirec  by  the  Cepartr.snt  of 
Anr ic'Jl ture's  Federal  Crop  Ir.sur&ncc  Corporation  is 
a  Covern~.f?rit  contract  within  the  n.ear.ing  of  Executive 
Orcar  1124C  (S.  O.  11246)  and  its  irr.plerrenting  regi:laticn.<5. 
vre  apolo^jizs  for  the  dc-lay  in  providing  a  response, 
but  the  press  of  r  =  gul2tory  cnr^eavors  place-i;  extrer^e 
prersiirc-s  en  cur  Civil  Right?  Division.  y<ow,    aft^r 
csrefully  consider ir.g  your  Ir.auiry,  ve  have  concluded 
that  becrviise  of  the  purpose,  history,  end  nature  of 
tb.p.    crop  insurance  prccrrint,  th.esa  specific  reinsurance 
c.9ref?n--rntr;  c.re  properly  chsract^r  izable  as   Tecer^l 
financial  assistance  agreerrents  rot  subject  to  coverage 
under  c-.O.    11246. 

pur.PO?E,  nisTOF.y  akd  dsgcriptiosi 
OP  T7IC  F?:Di-r-j\L  cnop  i!;surA?:cK  FHOGRA?'. 

On  January  5,  1561,  pursuant  to  Public  Law  96-355 
(Septo'.voer  26,  1960)  which  amsnded  the  Federal  Crop 
Insurance  Act  (7  USC  1501),  the  Dcpartrient  of  Agriculture 
(USDA)  published  a  "reinsurance"  offer  as  a  notice 
in  the  Jcdoral  Rogi-Bter  (46  TR  974).   That  notice 
contains'  th»  reinsurance  agrpe.-^cnt.   Under  the  reinsurance 
agrtep'.cnt ,  the  Federal  Crop  In.-urance  Corporation 
reinsures  the  excess  liability  which  nay  accrue  to 
a  private  insurance  co-pany  as  a  result  of  losses 
incurred  under  nultiple  peril  ("all  risk")  insurance 
policlec  issued  to  producers  (farrers.)  to  cover  catastrophic 
crop  disasters. 

The    reinsurance  agree;rent  was  Issued  un.'ler  the  Federal 
Crop  Insurance  Act.   That  Act  v.-.s  enacted  in  1938 
to  pro-ote  the  national  welfare  by  iciprcving  the  econo-ic 
stability  of  the  nation's  agricultural  prograT.  thro'.igh 
a  ;.riund  cystc:-.  of  crop  insurance.   TIi-j  Act  '-r.s  Crr.grerf. ' 
rerprnsG  to  the  ssrions  r:-:sd  of  farrprs  for  prnt'.ction 
against  losses  '..hich.,  at  the  tir«?,  w?:re  n.igni  f  Jco 
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by  Irerccnt  cnr"  cevtra  dro'j  =  ^tc.   '^o  c-:Lrry  out  the 
P'jrposcB  of  the  Act,  Ccrir;r»cr.  cre^teo  tho  rciC  oc 
2n  agency  of  the  rcr.art-rr.t  of  A-r iculturo. 

During  the  -iO  or  z.cio   years  the  i.ct   has  been  in  effect, 
various  provinicns  have  hecn  anenc'r:^)  hcvever.  Its 
bf.Bic  purpose  ar.c   airecticn  have  not  chnn-gr?').   In 
the  .'■■'^cinnira ,  the  ?ict  provide.'";  crop  covcraoc  in  5II 
L'.5,   counties,  but  vss  lir-itot]  to  inccrar.ce  on  cheat 
cro-?£.   In  1941,  the  Act  v..-:l  ^-rrri'Jeo  to  Ir.clur'e  ccttrn 
clS  a  covered  crop  and  to  increose  t!ie  ?.i;thor  i72t  ion 
for  the  nr.n-jal  at  propr i ation  to  cover  oprratino  arc 
Q::.-.inistrit  iva  cor.tr, 

T^he  crigin=il  concept  cT  tiic  prc<5rc"i~  vcr  to  prrivice 
ins-^rar.cs  "in  hind,"  \:hic;i  was  intsnfle:3  to  avoid  price 
riTiks,   In  other  ^crcfs,  t'.-.c  prt^nioir.  <^a?  p::iJ  by  the 
f.ir.-:Qr  with  portions  of  hie  crop,  iiiotc-ad  of  c.fh. 
Eventually,  the  policy  \-?c  ch::rge:!  c-.r.C    the  farnc-r 
paid  insurance  prec.iu;-.s  in  o?sh,  \-hich  vas  tl;en  uced 
by  FCIC  to  buy  crop  reprrvc;:.  ZVfiSC    rar.erver.  vare 
.■=ol<3  by  FCIC/  as  n^cesc^ry,  to  provide  fun'.^s  for  iT^crnit; 
piyrc-r.ts  to  the  far'f.ers.  '  Ly  l';47,  tie  rote  of  inc^rvnity 
lor  no  s  to  prenluriE  v:as  nearly  2  to  1. 

A  I'Jil    ai.pn.'rcnt  to  the  Act  .author  I  zee  the  FfIC  to 
develop  a  reinz.uranc«  r^rc-r.T..   With  the  e>xeption 
of  a  li=:itc-:'  procran  in  the  CorL-^7)n-'c;:lth  cf  Puerto 
nice  cpersted*  through  the  Agr  icul  turf.l  D<-velopr.ont 
Corporctior,  hovcver,  no  reinnursnce  prcjrens  were 
ir^-^iet-cntecZ  >'ith  private  Kcctor  insurance  copcnies. 
?rivcte  coitpcinic?  apparently  hcve  lee-,  unsuccersf ul 
in  writing  'all  risk"  crop  inrurance,  fin'-?ir.g  the 
uncort.-inticc,  rlnkr  r.r\C.    lozrcv    too  crcat.   Vhe  ISGO 
arioncrctnt  (vhich  precipitated  the  rcinMurance  acrcenent 
ricrtion*id  nhcvo  v'r.d   \\i"ich  is  c  iscur.r.-c-l  rore  full? 
below)  ctter-pta  to  alter  thic  sitiv-.tien  by  requiring 
the  FCIC'c  conrd  to  offer  rclnc-ranco  cs  one  rethod 
of  pcxiniring  the  exportine  c.r.ci   p-rrconncl  cvnil.-«blc 
in  the  private  inniirarce  ir.curtry. 

In  1056,  anen'^r.-ents  tc  the  Act  author  I zr.-f ,  inter  cljLs, 
the  uce  of  prcr.iirs  incor:e  to  pcy  k  portion  cf  FCIC  3 
LLlrini^trr.tivc  zr.r.   operstina  expenses.   Mthou'^h  the 
Act  r-icuireO  th.-.t  prrriu-s  be  cet  at   a   rate  rufficiont 
to  cover  Clair's  for  locr.os  ?.n'2    to  ertcblish  a  rc-ircn- 
cLilt  rere-rve,  it  dl-Jl  not  :>uthori2e  inclusion  of  r.ny 
other  ox.-.cnGCS  in  calculating  prerlunn.   The  continiai 
cr^ir,  cn'rciC  ■^reriiir:  inco--ie  has  prevcntoO  FCIC  fcon 
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trtsLlishlr.rj    en    a-'cructe    rorrrvo    fur.-j.      T".iu3,    tho    rcic 

^.•:S    rclicJ   on   c^pltil    ctock    nuL'^cr  iptlonc    to   ralce 

roney   to   cover    inclornlt  len,      I-    irCO,    yciC  v.-,s    <-jth=r  lz?f< 

to   lire    fun;'s    fro3    t^e   Co-po-'Hty  Cre-''lt   Corporaticr. 

to   5upplc.-c-rt    trc  i-or.Ior   n^rrjfd    to    ray    Ccr    crcp   Iccr.cc. 

The    193C   a--»nu~.f:nts   vpra    Intcn.-Tct?    to    Inprcvs    ann   eTTranr" 
the   crcp    Insurance    proor ar.  by  r;c);inq   crop    inEurance 
::•.'.:: ili^ tip    in    all  cojr.tiGS    in    t':c    Crilten   ."^tatcr:   nr.c 
by  rntjclr.7    th*   private    in.-orcncs    in'^uctry    to   r<?21 
crop    insurarcs    Jirectiy    to    fBrr;er5:.      In    •d^ition,    the 
re(>.r2l   .-'irp.r-tcjr    T;£i~;-';nt.s   pro^rer,  whlc'j    is    viewed   by 
rrr.e  as   cor-p^tin<;   vltl)    fie   crop    in?urence    prograrr.  will 
he   phasoc:   out.      }'.y  pbuzint)   out    fro   'isa-tcc    payr.cr.ts 
procrar:,    farcers   vill    J^.nve    no    alternative    to    th«    in- 
curar>ce    pro-jrar;    to    protf-ct    a';''ir.st    crop    Iccr.c-B. 

Prior    to   the    1980   crcjncn^cntr ,    Federal    "all   ris'-;"   crop 
ir.EurariCe  mc.c   offorcf.    in   1526   count ic-r.   en   one   cr   cere 
of    2G  fllffercnt    in.si;rfTblo   crop?;.      Thin    Irft   cpproxin^t^ly 
hLlf    the   ccur.tiss    In   th°   Unltct"    St.-tcr    anc3   rost   of 
t'lo   cr-ir    200  crops   pro'l'jced   without   c^verofje. 

JaruEr    part  icipiition    in    the    ?CIC   crop    inLiurancp    prcvran 
hc2    f-fen    low,    rcport'^r'ly   at    a^>out    thtv    13    p'^rcrr.t    IpvcI, 
orcpltt    t!;e    fjct    that    the    prc.-iM.T    erst    cl'/ays    has    Keen 
Eubr.iOise-J    by    the   r<?lC.      The    procram'e    unattractivc- 
mzB   iias   t;cen   attrlbutec    to   th»    follovlno    fjctcrE: 

(1)  prcniu"   rates   vhich   are   r-frcfivf^   ns    too   hi^jh; 

(2)  inrurar.cc    covcracorj   vi;lcl-.   {■Jter.    are    rubst.-nti j-illy 
hclcw   the    farrcr's    inventK<;!it    in   his   crop;    zr.-t,    (3) 
cc::.petitiun    fro;^   t!.o   F«r»1«.ral   cicsc'cr    cc^ictcr.cr   pro-rrar^s, 
ci;pt-clr:lly    th?    free   diraGtcr   aayreijt   procrar:   authorized 

ir.   1:73. 

rcIC   "all    risl;"    crop    ir.surar.ce    is   r.rirkfitec    anfl    sole. 
both   by  Dcpart-ent   cf   A-^r  icol  ture    e-oployeos    anf^    by 
'private    iricursr.ce   cc.-.poriloD   e-:i'    ir.GOpvr.c*-:r.t  i-.c^-ntr;. 
rrivate    rector   participition    In   tlie   rale   of   TClC    Irnur- 
arcc    ir.vclvc'C    cor.tractual    ar r?^r;9•v^:o^■ts    hotvc.-cn    rCIC 
an-ij    inilcr  2n:'!ent    inr^urc'.nce   acjr.ntc  or   ccnpanien   on  a 
co:Tr.isr.ior.-f oe    bai-ic    for    eellirsf;   c-.-r!,    in   scwi    ir.Etanccc, 
E^rvicing    ^CIC  policies,      nr.cer    the    'Cp-Icb   and   Tcrvico 
A^rccr-oiit"    vMch   rCTC   \:c<;^    tor    therr    j-rranc<i;  <:;-.ts,    private 
f.ctnr    porticipr.nts    are   cor.ri«.'errfl    to   be    C-ovcr pr::.-nt 
ccr.trctrtorr ,    ar.:*    lz    ;:uch,    r.i;;:t    afjr'^o    to    cc:-ply   '-Ith 
Irecutivc   Order    11246, 
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A  rsjor  purpcco  of  t'lo  19C0  ar:r  ndrcr-ts  \:s.c    to  czp~~i 
£.r,d    i-.crove  th«»  ^f'eral  sll-risic  crop  irsurancc  pro^jrani 
by  r..":r.Ir!9  eucd  irsurcpce  av.-.llr.hle  for  nil  crop^  •tpcj 
In  all  co'jr.tio2  cf  ths  Unites  Gtster:.   Another  rajor 
purpose  V2C  to  r.:ik?  tr.s  ir.cv:rcrc«  rf frrciihlc  to  ^.11 
faru-ors.   Iric  Etatut?  £°cks  to  achiovo  this  purporo 
Ly  tec\:irin^    thn   rciC  to  pay  c  portion  of  the  fsrr^cr'e 
pre^'.iu-  ccfit.   The-  reinsurance  proviBicn  is  ccsigr.od 
tc  en^i.lc  private  in^uranct  coroiir.ipc  to  cff^r  a  cor.prc- 
hcnsiv?  crop  ir.rrurar.ce  policy  fiir'-ctiy  to  far;:?r?. 
"".e  rfir.Gurar.ee  cttri^•Jte  is  .ir.other  c-scnplo  of  Cor-^ror-E ' 
rcccynl  tioi:,  based  on  th<;  prer.ent  ?t'=5tun  of  all  rinU 
crop  ir.sL^r^r.ca,  tr.ftt  privitp  corp-.rici.  ciirrently  are 
not  in  a  position  to  establish  preniun  rates  for  the 
inc^rancc  i-;-.ich  In  turn  vculd  crovi'jc  .T.'r  ..^uate  protec- 
tion at  ^    reasonable  and  af f orJ.^ble  cost  to  ftrxrers. 

J^s  •-'»  (j.-.crrr-tfir.n  it,  the  crop  rcinc-rarco  ■pzo'^t&r:   in 
qL'ostion  involves  an  agreer^cnt  ^•et'-'onr.    privAtP  Ecctor 
innurcncc  cor.p^nics  cr.d    rCIC  unc'cr  vhicb  the  Inc.'rr.nce 
co~y.cr.ie  =  ,  acting  as  "direct"  incurers  for  ^^'oltiplc 
prril  policisr;  ir.rurd  In  the  r,.-;.-c  of  the  cc!;.p.Tny,  vill 
be  able  to  purchase  reins ur.inc*?  coveratjo  fror:  the  (.'ovf-rr.— 
r^nt  5S  protraction  rfjeir.st  excc:;3  liiibiilty  i.iTCciatcd 
vith  'sli  risk"  crop'ir.-orancs.   Crorat iona]  ly ,  a  f.'.rcec 
oljtai.-.ir.-;  c.  p.-;llcy  will  p.-:y  .1  prcr.iv:ni  to  ar.i'  rogirtcr 
any  crop  clair:^  with  the  privnts  insurer  \.-hicb  is  responsibl 
for  i:.-Aing  ^:ll  clei-s  ac" juftnents.   A  portion  of  the 
prcniuns  collected  by  the  cor.-pany  will  b«  psid  to  FCIC 
for  rcinrursr.cc  ccveracc,   FCIC  vill  in-i;rc  the  co-pany 
c^c-.inot  losEos  in  cr.zeks   of  S.5  percent  of  J>cok  prerdur?. 
Althoucih  the  r.~rc  anticipates  piscine  the  pror  iurs 
than  collected  in  a  rovolvino  fun?!  to  ha  usei'  princrily 
for  r.-octiny  its  reinsurance  cbll  g^'-.t  icrr,  t^lC  Tcderal 
Crop  Innornnce  Act  cons  not  ref:trict  the  p-jrpo.'^cs  for 
vhlch  FCIC  c>^n  'jkc  ti.Ic  ror:ey  and  thur  it  in  availflble 
to  KCIC  to  r.oet  any  covernr.^ntal  o::penf!itJrcs  of  the 
ui^cncy  • 

rar-f;'rE  ►ho  continue  to  pnrchi-.rp  Inr-'ccncc  crop  protec- 
tion ciroctlv  frcn  the  FCIC  rather  then  fron  a  privete 
ccM-pav.y  uill"  cc.-.tinur  to  r^ceivr  a  su'bricy  fret  the 
FCIC  for  p^rt  of  the  Y^rei-iuc.   Torrrcrr.  vhc  jurrhcsa 
crop  lno'jr£»ncc  fro:;:  privc.to  corpanicr,  vhlch  reinsure 
vitii  the  FCIC,  alr.O  ^.ill  rt.ccivc  eouivalcnt  prrL\iura 
'^ol-.rA-.lifr,   fro-  th.c-  rciC.   In  cOrition,  the  FCIC  is 
recuirc-f  to  poy  operating  an^  c^^s-lnictrativc  costs 
to  inf.rrf.rs  of  policies  thit  arc  rclnnured  hy  FCIC 
to  t'.:"!    rarzB  rr.tcnt  th^t  ruch  cor.rs  .".re  cov«:rcc  by  policies 
written  l-v  the  i-clC  eltr.cr  .'ircccly  or  thr'-M;^h  ^ijcntr. 
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In   lloht   o£    the    Attcrrcy  Gcrer.-il's   rcn'oran.'^ur:.   the 
r&ci:lctlcr>s   were   proposed  vith.c-jt    the    flrftnclal   icclrtancc 
coverace    nroviplr.-r. 

■i.ho   OfCCP    reculAtior.r    at    '.l    CT7.  CO-1.1    runorc    nn-'i 
ami  tccticn   currently   rtcte,    in   pertir.c-nt   pr;rt: 
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The   p\irpcz.e   of    tV.e    requl 'it  lorr    In    this    part 
is    to    achieve    the    3I-3    of    csrts    II,    III, 
ci;1    IV  of   ::yoc'jtiy?   Cr'.rz    1114'^    fcr    the   proi.otlor. 
Kiid    inc'jrlng   of    ecj.il   op.'x.Tt'jnit"    for    all 
pur^cTC,    wlti-.O'Jt    reoard    to   ract,    color,    rplicior-., 
ser,   or   naticr.al   origin,    erployed   or    Dcekinfj 
cr'r.joyT:ont    vith    Cove  rr.rcnt    cn-tr;<ctr.rs    or 
v-it''.   cortractors    '~>ctzcr<zir<-,    cn".'?r    i>Oc*rallv 
.■'''sirt?:-    conr tr not  icn    err. tr<"ct'j  .       '.im    re^^u- 


Idtic-ris    in    this    port    apply    to   ^11   cortro.ct  inq 
ajCRci?3   cf    the   Gcvernrt.T.t    er.c?    to   ccntractcrs 
odJ    subcor.tt .Tctorn   who   perfcrs   unr^or   Covcrn- 
rtir.t   contract*;,    to    the    ertcr.t    r.3t    forth    in 
this    port.      The    recnlctlT.--.    in    this   p^rt 
alnc    3p;;ly    to    ^11    acc-r.c'ps    of    the    Covcrn"cnt 
pc-Inicti-r  inc    urogra,-!!:    Ir.volvinq    Tfc'eml 
flnnrcicl    r,8s  Ir;  t  sr  CO    \'hich   rav    Iricl<:c.e    t 
rcnrtructicn   coniiract,    and    to    all   ccr.tractors 
sr:-!    ri-:hcontr ;:ctcr r   perforrin'^    unfer   ccri truct ion 
contracts   <.hich    «r?    related    to  any   such   prograns. 
lEr:ph£ises    aootJJ 

As  ytjcr    lottc-r    and    t!ie   chov«?   <:6r-cr Iptlcr.   of   the   crop 
irir-jror.ce    t-ronrnn   sat    forth    in    v-'hat   vo    bcli<?ve    iz    por"'jaclvf 
ru^'t.-il,    the    If <;Ir.l:>tlve    hi.-story  of    the   Act,    the    ctruct-jro 
of    the   progrsti   since    its    inception    in    10?u,    nn'J    the 
nature   cf    the   prcpran   toc^ay,    all    Ij^cic^te    that    the 
crop   Insurarce   proqrnrj    fcnctloTt;   ess'?ntlally   an   a    typ* 
cf   lubr-jlcy    (fi^.^-lci3l    ar?:  istsncc)  .      T'-jTr^crs   receive 
a   rre-i^""   Eubcicy  vhf-ther    they   piirchsfro    insurcnce 
fror..   CT.    ir.zvc&rco   corp-.riy   cr    fro;;    the    Drpcrtrcnt   of 
Acjr  ic-jltur^?.      In    e.cc-It  ic-; ,    the    statnte    requlr'.'C    the 
Dcp.irt--nt   of    Acriculture    tc   p:-y   cp?ratip.<;   ^  r.''i    ac.-rinlc- 
trative   cc."?tr,    to    insurers    to    the    ozx:   ext<?r,t   ac    it 
roya    such    cozts    frcr;    cinc-ral    rcvenurs    v-ith    rcf.pcct 
to  direct   acree-rc'ntG   vlth    farrerE.      The    reinsurance 
A^iroccrntK,    torrover,    tre    .-^n    integral    pert   of    the 
statutory   bt-neflt    sch.ei-ifr   of    the    vcor;zzr..      "e   conclu-J"?, 
therefore,    th&t    the    reinrur^in.-e    acr<:cT.>?nt."=    rj/  be 
properly  rh.->rocteriied   cg    ■financial   op.r.iRtar.ce 
ajretrtntc".      Thun,    t!>*    reirpursr-.ce    Acrcc".'-nts    are 
not    "contr.TCtH"   vithin    the   Keaning   of   «r.C.    11?<G   and 
ere   Tiot   ccvtrcc    thtr?hy. 

Slncc-r'>ly  , 


.    --Irvthy    ry^n,    J; 
c.licitor    cf    L-.ror 
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iCZJiLr  ^'/ 1^,  li!^/ 


Subject:  Responsibilities  and  Liabilities  of  tha  Directors 
of  the  Federal  Crop  Insurance  Corporation 

Tt):       Board  of  Directors 

Federal  Crop  Insurance  Corporation 


Under  the  Federal  Crop  Insurance  Act  and  the  by-laws  of  the  Federal  Crop 
Insiirance  Corporation  (FCIC)  ,  the  Board  of  Directors  is  responsible  for 
tlie  general  management  of  FCIC  subject  to  the  general  supervision  of  the 
Secretary  of  Agriculture.  The  directors'  duties  include  adoption  and 
amendment  of  crop  insurance  policies,  determination  of  the  character  of 
the  agreements  and  contracts  necessary  for  carrying  out  the  crop  insurance 
and  reinsurance  programs,  execution  of  agreements  with  federal  or  state 
agencies  to  further  crop  insiirance,  and  determinataon  of  whether  FCIC's 
fiscal  position  necessitates  tiie  sale  of  stock  or  issuance  of  obligations 
to  the.   Treasury  for  the  purpose  of  obtaining  necessarv'  capital. 

In  carrying  out  these  responsibilities,  the  directors  of  the  Corporation 
have  a  general  duty  to  the  government  to  act  responsibly  and  in  good 
faith. 

More  specifically,  a  director  of  FCIC,  like  all  federal  government 
enployees,  is  prohibited  fran  taking  any  act:ion  as  a  government  aiployee 
'.vhich  to  his  kncni/ledge  will  have  a  direct  affect  on  his  own  personal 
financial  interest  or  t±iat  of  his  sixjuse,  minor  child,  any  organization 
in  which  he  is  ser\'ing  as  officer,  partner  or  anployee,  or  any  organiza- 
tion with  which  he  is  discussing  or  has  an  arranganent  regarding  future 
anployment.  Violation  of  this  prohibition  is  a  criminal  offense. 

Directors  of  tlie  Corporation  are  also  subject  to  the  Department's  code 
of  conduct.  That  code  generally  prohibits  enployees  of  the  Department 
fran  being  involved  in  conflict  of  interest  or  the  appearance  of  a 
conflict  of  interest  in  connection  with  the  performance  of  their  official 
duties.  A  pamphlet  explaining  the  code  in  more  detail  is  attiached. 

The  Office  of  General  Ccansel  is  prepared  ta   assist  members  of  the  Board 
of  Directors  regarding  the  application  of  these  general  principles  to 
any  specific  situaticn3>they  face. 

,y«riS'F.  HINOIMAN 
^'Associate  General  Counsel 

Att:3chment 
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.UTb   JjJl£'~'  v.-cl-li  ^c      >.v<.^ij-v-      V 


United  Slates         Federal  Crop     Office  of  the  Washinqton  D  C 

.'  A^r;'"'       SorTtfon      Chairman/President      zSfso"''"'  '^   '^ 


October  5,  1981 
SUBJECT:  Board  Memorandum  Number  8;  Chairman's  Report 
TO     :  Board  Members 


The  budgetary  and  appropriations  process  are  somewhat  unique  in  the  Corporation 
and  a  brief  explanation  may  be  helpful. 

The  Corporation  prepares  a  budget  after  making  certain  assumptions  and  involving 
many  people  throughout  the  Corporation.  This  budget  is  then  prepared  as  an 
appropriations  request  and  supported  by  various  schedules  including  outlay 
projections.  A  budget  review  is  then  carried  out  with  the  Secretary's  Office 
and  our  budget  request  in  its  amended  form  is  consolidated  into  the  Department's 
appropriations  request.  After  review  and  possible  amendment  with  the  0MB,  the 
Department's  request  is  incorporated  into  the  President's  overall  budgetary 
request. 

The  appropriate  subcommittees  of  the  House  and  Senate  Appropriations  Committees 
hold  hearings  on  the  Agency  and  Department  requests  and  eventually  take  action 
on  the  request.  This  subcommittee  recommendation  then  goes  to  the  full  committee 
and  then  on  to  the  full  congressional  body  and  finally  becomeslaw. 

A  great  deal  of  compromise  and  change  normally  takes  place  during  this  process. 
If  the  House  version  and  Senate  version  differ,  a  conference  committee  negotiates 
a  resolution  of  the  differences. 

Since  the  fiscal  year  begins  on  October  1,  an  effort  is  made  to  complete  this 
approval  process  by  that  date.  Historically,  this  rarely  happens  so  some  form 
of  a  continuing  resolution  is  passed  by  Congress  to  provide  funding  until  the 
new  appropriation  bills  are  passed. 

The  House  has  passed  an  appropriations  bill  which  includes  funding  for  FCIC. 
FCIC  requested  approximately  $136  million  for  administrative  and  operating 
expenses,  $350  million  for  subscription  to  capital  stock,  and  $57  million  for 
premium  subsidy,  making  a  total  of  $543  million.  The  House  reduced  the 
administrative  expenses  from  $136  to  $120  million  and  the  stock  subscription  from 
$350  million  to  $250  million  making  a  total  of  $427  million.  The  Senate  sub- 
committee reduced  the  stock  subscription  an  additional  $50  million  but  the  full 
Senate  Appropriations  Committee  has  not  acted  as  yet. 

Since  the  appropriation  bill  for  FY  1982  was  not  passed  prior  to  October  1,  we 
are  now  operating  on  a  continuing  resolution  and  are  being  funded  at  the  same 
level  as  the  current  rate. 


•  'i^  •.,       The  Federal  Crop  insurance 
wlV^      Corporation  ts  an  agency  o'  the 
y        "    Department  o(  Agriculture 
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Even  though  our  requests  have  been  reduced,  it  is  anticipated  that  our 
expansion  plans  will  not  be  seriously  impaired. 

The  FCIC  Act  of  1980  authorized  the  Corporation  to  pay  certain  expenses 
such  as  sales  commission,  loss  adjustment  expenses,  etc.  out  of  the  premium 
income  fund.  These  monies  may  be  replenished  by  appropriations  at  a  later 
date.  The  Act  also  authorized  the  Corporation  to  use  funds  from  the 
Commodity  Credit  Corporation,  if  necessary,  to  make  indemnity  payments. 
This  authority  expires  in  October  1980  and  is  replaced  by  authority  to 
borrow  from  the  U.  S.  Treasury,  but  this  must  be  preceded  by  budgetary 
appropriations  even  though  it  is  just  an  established  line  of  credit.  Our 
FY  1983  budget  request  includes  $500  million  borrowing  authority  from  the 
U.  S.  Treasury. 

Since  the  loss  experience  during  the  crop  year  1980  was  very  bad  due  to 
drought,  the  Corporation  drew  down  $250  million  from  CCC  to  pay  the 
indemnities  in  1981  for  the  1980  crop  year  losses.  This  was  a  non- 
reimbursable transfer.  Therefore,  this  amount  plus  the  accrued  interest 
was  written  off  the  books  of  the  Corporation  as  a  liability  in  September  1981. 
This  had  a  favorable  impact  upon  the  balance  sheet  of  approximately  $270 
million. 

SALES 

Since  a  number  of  acreage  reports  are  yet  to  be  processed,  an  accurate  sales 
figure  cannot  be  given  as  of  this  date.  Premium  is  projected  to  total 
somewhere  between  $350  million  and  $370  million.  This  compares  to  $157 
million  in  1980.  Approximately  500  thousand  crop  contracts  covering 
approximately  48  million  acres  is  another  projection  of  the  participation 
level . 

It  is  still  hazardous  to  project  a  loss  experience  ratio  at  this  early  date 
but  the  first  projection  indicates  a  favorable  experience  for  the  1981 
crop  year.   In  fact,  the  first  estimate  is  slightly  below  50  percent.  If 
this  ratio  actually  materializes,  it  will  enable  the  Corporation  to 
partially  rebuild  its  reserves  from  the  present  depleted  condition. 

Sales  for  the  fall -planted  crops  appear  to  be  going  well.  It  is  possible 
that  they  could  double  from  one  year  ago  even  though  the  sales  program  got 
off  to  a  late  start  in  a  number  of  areas.  The  late  start  resulted  from  the 
rapid  expansion  plans  and  the  shift  to  new  delivery  systems.  The  reinsured 
companies  and  master  marketing  companies  will  make  thefr  greatest  contribu- 
tion to  sales  beginning  in  the  spring  of  1982. 

A  large  number  of  reinsured  companies  were  reluctant  to  participate  until 
the  Federal  contractor  issue  was  cleared  up.  Through  extensive  efforts  of 
Secretary  Block,  General  Counsel  Barnes,  Under  Secretary  Lodwick,  and  others. 
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we  finally  received  an  opinion  from  the  Solicitor  from  the  Department  of 
Labor  that  reinsured  companies  would  not  be  classified  as  Federal  contractors 
and  therefore  exempt  from  Executive  Order  11246.  Almost  immediately  following 
the  release  of  this  ruling,  most  of  the  Farm  Bureau  insurance  companies  and 
several  others  made  commitments  to  participate  and  are  presently  in  the 
process  of  gearing  up  for  spring  sales  of  the  All-Risk  Crop  Insurance  program. 

Unless  unforeseen  adverse  circumstances  develop,  it  is  possible  that  the 
premium  income  and  participation  level  could  double  again  next  year.  This 
would  put  premium  income  at  $600  to  $700  million  and  acreage  at  the  85  to   _ 
100  mill  ion  level . 

ASCS 


Both  FCIC  and  ASCS  are  making  a  serious  effort  to  serve  the  farmers  in  the 
most  efficient  manner.  We  are  looking  a  numerous  ways  of  cooperating  and 
avoiding  duplication  of  effort.  After  many  hours  of  negotiations  a 
memorandum  of  understanding  was  developed.  The  entire  agreement  is  enclosed 
for  your  information  and  review. 


MELVIN  E.  SIMS 
Chairman 
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fi'^y\  United  States 
yL^l,  Department  of 
■^^^Z  Agriculture 


Federal  Crop 

Insurance 

Corporation 


Office 
of  the 
Chairman 


Washington,  D.C. 
20250 


November  2A,  1981 


Subject:    Board  Memorandum  No.  17 
Chairman's  Report 


To 


Board  of  Directors 


Activity  continues  at  a  very  lively  pace  in  FCIC.   The  organizational  structure 
was  approved  on  October  20,  1981.   Copies  of  the  chart  were  previously  mailed 
to  each  of  you  and  Mr.  Fletcher  will  be  discussing  the  subject  in  greater 
detail  with  you. 

A  considerably  inordinate  amount  of  management's  time  and  energy  is  expended 
on  getting  the  entire  personnel  area  into  proper  order.   The  process  has  been 
set  back  at  least  2  months  by  the  loss  of  our  Acting  Director  of  Human  Resources, 
Joe  Van  Wey.   He  had  been  detailed  from  the  Office  of  Personnel  Management  (0PM) 
to  FCIC  to  clean  up  the  problems  created  by  previous  management.   He  had  been 
on  board  approximately  one  year  and  we  had  all  hoped  that  he  would  be  able  to 
stay  on  on  a  permanent  basis.   He  decided  to  return  to  0PM  rather  than  take  a 
possible  demotion,  assume  the  greater  risk  involved  in  FCIC,  and  submit  to  what 
he  considered  an  undue  amount  of  outside  interference.   Mr.  Van  Wey  did  a  good 
job  and  we  are  indebted  to  him  for  his  contribution. 

The  Department's  Office  of  Personnel  kindly  detailed  Ms.  Terry  Condon  into  the 
position  of  Director  of  Human  Resources  until  a  permanent  individual  can  be 
secured.   She  is  a  competent  person  and  will  be  very  helpful  during  the 
transition. 

A  team  from  FCIC  put  on  two  workshop  seminars  at  the  convention  of  the  agri- 
cultural bankers  from  the  American  Bankers  Association,  which  were  well 
received.   Conferences  with  the  National  Association  of  State  Departments  of 
Agriculture  and  with  the  National  Governors'  Association  were  held  and  plans 
are  underway  to  work  more  closely  with  these  groups.   Conferences  with  the 
Office  of  Management  and  Budget  (0MB)  were  held  and  a  better  understanding  and 
rapport  has  been  established.   A  group  from  the  National  Association  of  Mutual 
Insurance  Companies  came  in  for  a  meeting  and  several  contacts  with  Members  of 
Congress  were  completed. 

We  continue  to  have  problems  with  the  data  processing  function.   Problems  are 
partially  within  our  control  and  partially  beyond  our  control.   Plans  are 
underway  to  resolve  this  complex  problem.   We  continue  to  receive  reports  of 
a  few  individuals  who  would  normally  be  expected  to  be  supportive  of  the  FCIC 
program,  making  derogatory  remarks  about  our  program,  soliciting  complaints. 


The  FecSeral  Cfop  Insurance 
Co'poralion  IS  an  agency  o(  Ihe 
Department  of  Agriculture 
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propagating  these  complaints  on  the  Hill  and  elsewhere,  and  doing  investigative 
work  on  a  personal  basis.   Some  of  the  allegations  are  valid — others  are  not. 
This  activity  drains  off  considerable  time  and  energy  from  corporate  executives, 
undermines  confidence  in  the  higher  echelon  of  management,  adds  salt  to  open 
wounds  the  Corporation  desperately  needs  to  heal,  and  is  generally  counter- 
productive— perhaps  even  destructive. 

Now  the  good  news — an  amendment  to  the  -Farm  Bill  which  would  have  directed 
FCIC  to  continue  a  number  of  pilot  programs  with  ASCS  was  removed  by  conference 
committee.   We  have  no  objection  to  carrying  on  certain  pilot  programs  with 
ASCS  and  others  but  believe  that  the  amendment  imposed  management  decisions 
upon  FCIC  which  were  not  in  the  Corporation's  best  interests. 

Language  in  the  Appropriations  Committee  gave  FCIC  flexibility  in  the  realign- 
ment of  funds  according  to  object  class  which  was  badly  needed.   The  Conference 
Committee  also  removed  instructions  to  deliver  some  20  percent  of  the  insurance 
through  governmental  agencies  during  the  1982  year.   This  was  also  a  very 
favorable  development. 

GOALS 

I  would  like  to  now  give  some  general  thoughts  on  short  term  and  long  term 
goals  to  see  if  they  are  compatible  with  the  Board's  philosophy  and 
expectation. 

1982  GOALS 

The  following  are  general  goals  which  we  believe  are  possible  to  accomplish 
by  the  close  of  our  fiscal  year,  September  13,  1982: 

1.  Complete  the  reorganization  structure  and  staffing  pattern.  This 
involves  gaining  approval  of  all  organizational  structures,  completing  job 
descriptions  in  all  positions,  classifying  each  position,  and  adopting  a 

"gradual  plan  of  transition  to  the  proper  structure,  patterns  and  classifica- 
tions. 

2.  Complete  the  transition  in  the  delivery  system  to  have  essentially 
all  (98  percent)  of  the  insurance  delivered  by  the  private  sector.   This 
increases  the  private  sector's  share  from  approximately  60  percent  in  1981 
to  98  percent  in  1982. 

3.  Increase  the  capital  position  (net  worth-capital  stock  plus  reserves) 
from  approximately  $103  million  on  October  1,  1981,  to  $420  million  on 
October  1,  1982,  an  increase  of  approximately  $317  million.   The  increase 
would  come  from  the  issuance  of  $250  million  in  capital  stock  and  the  balance 
from  favorable  1981  crop  year  loss  experience  which  is  recorded  in  the  accounts 
during  fiscal  year  1982. 
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4.  Increase  the  acreage  participation  from  approximately  50  million 
acres  in  1981  to  approximately  100  million  acres  in  1982.   This  may  be 
difficult  in  view  of  a  favorable  growing  season  in  1981  plus  the  prospects 
of  set  aside  programs  next  year. 

5.  Increase  premium  income  from  approximately  $350  million  in  1981 
to  approximately  $600  million  in  1982. 

6.  Reduce  the  time  required  in  accepting  applications,  acreage  reports, 
adjusting  claims,  and  making  payments  to  insureds,  agents,  contractors,  and 
reinsured  companies. 

7.  Get  the  systems  in  place  to  more  accurately  analyze  the  costs  of 
specific  functions  within  the  Corporation. 

8.  Establish  plans  to  move  the  FCIC  toward  becoming  more  self-sustaining 
and  more  autonomous  from  government. 

LONG  TERM  GOALS 

1.  Reach  50  percent  participation  rate  of  the  potential  acres. 

2.  Stengthen  the  financial  position  to  acceptable  industry  standards. 

3.  Improve  the  efficiency  of  operations  by  cost  reductions. 

4.  Adjust  rate  structure  to  more  nearly  reflect  the  risk  assumed. 

5.  Move  to  a  position  whereby  the  reinsurance  program  is  the  primary 
delivery  system. 

6.  Prepare  stategy  and  a  legislative  package  for  enactment  in  1983 
or  198A  at  the  latest. 

If  these  goals  seem  to  be  an  acceptable  level  of  performance  from  the  Board 
of  Directors'  point  of  view,  we  will  pursue  these  until  a  more  refined  list 
can  be  assembled.  If  approved,  I  would  propose  that  the  Corporation  report 
on  the  progress  on  the  eight  1-year  goals  at  the  December  1982  meeting. 


fMlUyl    C-M-l-v^^' 


MELVIN   E.    SIMS 
Chairman 
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United  states         Federal  Crop     Office  of  the        Washington,  D.  C. 

;,  Department  of         Insurance       nu    ■  ^ ,-„ 

■>'  Agriculture  Corporation      Chaiman  20250 

January  25,  1982 

SUBJECT:   Board  Memorandum  No.  38  -  Revised  Sales  and  Service  Agreement 
TO     :   Board  of  Directors 


The  Sales  and  Service  Agreement  needs  to  be  revised.   Some  changes  are  minor 
housekeeping  changes  while  others  are  significant.   In  order  to  implement  the 
new  agreement  in  a  timely  manner,  the  Board  of  Directors  should  act  on  this 
recommendation  at  the  February  board  meeting. 

The  following  eight  points  summarize  the  changes : 

1.  Numerous  minor  revisions  in  wording  to  improve  clarity  and  legality. 

2.  An  improved  and  simplified  commission  schedule.   (Appendix  IlJ 

3.  The  Agency  will  review,  code,  and  batch  the  document  generated  by  agents 
and  sub-agents  and   resolve  any  errors  on  such  document  for  the  Corporation. 
(Section  5) 

h.      The  Agency  will  reproduce  and  supply  agents  and  sub-agents  with  necessary 
materials  for  the  sales  and  servicing  of  FCIC  policies  (excluding  official 
FCIC  forms).   (Section  11) 

5.  Clarifies  that  the  Agency  will  be  responsible  to  the  Corporation  for 
danages  caused  by  errors  or  omissions  by  the  Agency,  its  agents  or  sub-agents. 
(Section  17) 

6.  The  Corporation  can  debar  agents  and/or  sub-agents  of  the  Agency  for  stated 
reasons  contained  in  this  agreement.  (Section  2U) 

7.  The  Corporation  will  discontinue  any  accounting,  statistical  information,  or 
mailings  to  agents  or  sub-agents  of  the  Agency. 

8.  Remove  the  advance  commission  schedule.   Commission  payments  will  be  made  in 
accordance  with  Mr.  Fletcher's  letter  of  January  8,  1982.   (Section  l8  of  old 
agreement.) 

I  recommend  that  the  Sales  and  Service  Agreement  be  ammended  according  to  the 
attached  revised  agreement. 


MELVIN  E.  SIMS 
Chairman 


.  1^  .  A%§e9iW,§P,lis.,ance 

--wEr^  Corporarion  is  an  agency  of  the 

-         J  Depanment  of  Agncullure 
i 
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EXHIBIT  NO. 
Amendments  to  Agency  Sales  and  Service  Agreement 
AGREEMENT  (Amendment  by  section) 


Sec.  1,  page  1: 
Before  amendment: 

After  amendment: 

Sec.  2,  page  1: 
Before  amendment: 


After  amendment: 


Sec.  5,  page  1: 
Before  amendment: 


After  amendment: 


The  agency  has— sabmitte^  a  plan  of  operation  containing 
the  information  required  by  the  Corporation  whereby  it 
agrees  to: 

The  agency  (is  required  to  submit)  a  plan  of  operation 
containing  the  information  required  by  the  Corporation 
whereby  it  agrees  to: 


A  plan  uf-  uptfiat-iuii  muhl-fa-g  bubuiitt-ed  Lu-tirg  CuipuidLiou 
artd-  when  approved  by  the  Corporation  is  made  a  part  of 
this  agreement  as  though  set  out  in  full  herein  and  may 
be  changed  upon  agreement  between  the  Corporation  and 
the  Agency. 

(The  plan   of  operation  and  amendments   thereto)    when 
approved  by  the  Corporation  is  made  a  part  of  this 
agreement  as  though  set  out  in  full  herein  and  may 
be  changed  upon  agreement  between  the  Corporation  and 
the  agency. 


The  Agency  shall  aotie-irt— e-E-ep— po-lr-ie-iea--a«<i-^ 
Feporto, — eouoee-t  applicants  on  details  of  coverage, 
acreage  reports  and  procedures  to  adjust  losses,  and 
accept  notices  of  crop  damage  or  loss,  notices  of 
cancellation,  fanner  paid  premiums,  assignments  of 
indemnity,  and  transfers  of  right  to  indemnities  of 
Crop  Insurance  and  assist  farmers  in  the  reporting 
of  claims,  according  to  rules,  regulations,  and 
instructions  furnished  from  time  to  time  by  the 
Corporation.   In  the  solicitation  and  servicing  of 
crop  policies,  the  Agency  agrees  not  to  discriminate 
against  any  producer  because  of  race,  color,  age, 
religion,  national  origin,  sex,  marital  status,  or 
handicap. 

The  agency  shall  (take  all   actions  necessary   to  sell 
and  service  crop  insurance  including  but  not    limited 
to  counseling)      applicants  on  details  of  coverage,  acreage 
reports  and  procedures  to  adjust  losses,  and  accepting 
notices  of  crop  damage  or  loss,  notices  of  cancellation, 
farmer  paid  premiums,  assignments  of  indemnity,  and 
transfers  of  right  to  indemnities  for  crop  insurance 
and  assist  farmers  in  the  reporting  of  claims,  (preview 
coding  and  batching  documents   for  data   entry  and 
resolving  document  errors)    according  to  rules, 
regulations  and  instructions  furnished  from  time  to 
time  by  the  Corporation.   In  the  solicitation  and 
servicing  of  crop  policies,  the  agency  agrees  not  to 
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Sec.  7,  page  1: 
Before  amendment: 


After  amendment: 


Sec.  11,  page  2; 
Before  amendment: 


After  amendment: 


discriminate  against  any  producer  because  of  race,  color, 
age,  religion,  national  origin,  sex,  marital  status,  or 
handicap. 


All  of  the  fetegeiBg  services  9hali-be-eon<jBetei-in-a-raanner 
see-ferth-in-gttideiinea-issoed-by-the-Federai-erop-insnrance 
Gorporation-r   The  Agency  further  agrees  to  submit  to  re- 
examination of  any  and  all  information  determined  and,  when 
requested,  must  respond  to  any  questions  which  may  arise  as  a 
result  of  information  furnished  to  the  Corporation  by  the 
Agency. 

All  of  the  services  (required  by   this   agreement  shall   be 
conducted  in  a  manner  set   forth  in  procedures  issued  by   the 
Corporation  or  in   the  absence  of  such  procedures,    in  accordance 
with   good  business  practice.)      The  agency  further  agrees  to 
submit  to  re-examination  of .  any  and  all  information  determined 
and,  when  requested,  must  respond  to  any  questions  which  may 
arise  as  a  result  of  information  furnished  to  the  Corporation 
by  the  agency. 


I-ft-C-he-  even^-t^he-CaI^porat•^OTI-fs— grrjbtg-trg-fTmrrsh-rrgce'gsai. y 
p-f^intod-nta&ef-ial^a-and-ou^pl-i^a-  needed  -Jrft-afeiT.iotet-Mig-r 
3ell-^ftg-at»A-9er-v-teiftg-&f--redopal-  Ggop-I^ftatn^anee-pgl-teirfr3-- 
t-he  Col^p«l^aE-^:Of^-pay-^■eq«■i:^e■-^he-Agcney-eo-fu^ni:»^^-3tfe^h-ma■be■l^ia^l■ 
aft4-f^iiab«-i!"ae-t-l»e-Ageney~f^r-al-l--rea3onable  ex^penae  i — Ff«-v-ided 
hewev€-F-r~^^~'^^"'>^'^s^"*^<^^~*^l'J"Q"gc  was— agreed  upoft-b-y-6-he- 
AgonGy-aR4  -t-he  Gor-p»F-a-t-ir&ft-  before  -the  -ex-pcnoe  ocout-Fed- 1- 

(The  Corporation  will   provide   the  agency   an  initial   supply  of 
all   necessary  printed  material   and  certain  supplies  needed 
to  administer,   sell,   and  service   the  Federal   Crop   Insurance 
policies .      The  agency  will  be  required   to  supply  each  of  its 
sub-agents  with  a  complete  and  current  copy  of  all  necessary 
actuarial   and  other  necessary  materials  at   the  agency's 

expense . 

* 

All   information  and  materials   maintained  by   the  agency   in 
files  relating  to  policyholders   are   the  property   of  the 
Corporation  and  are  subject   to  release   to  or  review  by   the 
Corporation   upon  demand. ) 
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Sec.  17,  page  2: 
New  section: 


Sec.  17,  page  2, 
on  old  agreement 
renumbered  18. 

Sec.  18,  page  2: 

Deleted  from  old 
agreement 


Sec ■  21 ,  page  3 : 
Before  amendment: 


After  amendment: 


(The  agency  will   provide    the  Corporation  indemnification, 
including  costs  and  reasonable  attorney's   fees   for  errors 
or  omissions   on   the  part   of  the  agency  or  its   employees   or 
sub-agents  for  which   the  Corporation  is   liable   under  its 
policy  of  insurance   including   the  good  faith  reliance  clause 
thereof,   except   to  the  extent   that   the  Corporation  has 
caused   the  error  or  omission.      The  Corporation  shall 
determine  liability   under  any  policy  of  insurance.) 


?be-GeEpeFa6ieH-may-a4vaBee-te-ehe-AgeBey-6UGh-6U!H6- 
as-fehe-Gefpef a6ieB-deteFraiBes-have-beeB-eE-a-pePtie»-that 
wiil-be-eaeBed-uHdeE-AppeHdijt-IJi- — She-AgeBsy-may-be- 
a4vaBee4-ap-fee-4a)--50-pefeeBfe-ef-the-aBti6ipafeed-Ge»i«is6ieBS 
«peB-ae6epfeaBee-ei-fehe-appi.i6a6ieBGT-4b)--50-pef  GSBt-of-the 
aHtieipated-eemmiseieBS-eB-Gaff  yevef-busiBeGs-ijiuBediafeely 
#eiiewiBg-fehe-appiieafeie-peiiGy-a«t9mat4G-ceBewal-dafeeT 
4e)— SQ-peFGeB£-e#-£he-aBei:Gipa«ed-eemiaiee4:ens-a££ec-all 
aeteage-FepGf  te-aEe-pfeGeeGed-aBd-4d)--90-peEGeB6-ef-tba 
aB64G4paeed-eeHU)i4ee4eRS-a£^eF-pFeHi4uine-ac:e-GeiXae£ed^ — Any 
advaBee-made-by-the-CeEpetatise-aftd-Bet-oaEnad-by-tfca 
Agea6y-6hai4-be-¥ef«BdGd-by-6he-AgeBey-7- 


Policyholders  shall  have  the  right  to  renew  with-tha 
AgeBGy-aBd-the-Getpeta-feisB-agteee-Se-Gxereiee-geed-f aieh 
iH-ehe-iBG4deBtG-Gf-this-agtGGmeRt-aad-€o-4hG-euGGeeGioB 
ei-f HtuEe-agteeineBte-r   The  Corporation  covenants  that  it 
will  not  engage  in  the  sale,  service  or  transfer  of  those 
accounts  already  obtained  by  the  Agency  or  the  Agency's 
transferee,  directly  or  through  other  agents,  so  long  as 
the  Agency's  performance  under  this  agreement  is  deemed 
satisfactory  by  the  Corporation. 

Policyholders  shall  have  the  right  to  renew  (their   crop 
insurance' policies  with    the  agency.)      The  Corporation 
covenants  that  it  will  not  engage  in  the  sale,  service  or 
transfer  of  those  accounts  already  obtained  by  the  agency 
or  the  agency's  transferee,  directly  or  through  other 
agents,  so  long  as  the  agency's  performance  under  this 
agreement  is  deemed  satisfactory  by  the  Corporation. 
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Sec.  24,  page  3: 

New  section:        (The  Corporation  shall  have   the  right   to  debar   the  agent  or 
any  sub-agent   for  one  or  more  of  the   following  causes: 

(a)  Conviction  of  criminal   offense  incident    to  obtaining  or 
attempting   to  obtain   a  public    (federal,   state,   or  municipal) 
or  private   contract  or  sub-contract   thereunder ,   or  in   the 
performance  of  such   contract  or  subcontract  or  a  plea  of  Nolo 
Contendere  thereto; 

(b)  Violation  of   the  Organized  Crime  Control   Act  of  1970; 

(c)  Conviction   for  embezzlement,    theft,   forgery,   bribery, 
falsification  or  destruction  of  records,    fraud,    tax   fraud, 
receiving  stolen  property ,    or  equivalent   crimes  which  are 
indicative  of  a  lack  of  business  integrity  or  a  plea   of  Nolo 
Contendere   thereto; 

(d)  Debarment   from  contracting  with  or  participating  in 
contracts   or  programs   administered  or  financed  by  another 
agency   of   the  United  States  Government; 

(e)  Failure    to  perform  obligations   under   this  or  any  other, 
agreement  with  FCIC  or  its  agents;    failure   to  carry  out 
representations  or  warranties  made   to  FCTC ;   or   the  making 
misrepresentations   to  FCIC,    under  circuinst  xnc^s   considered   to 
be  of  such  a  serious   and  compelling  nature  as    to  justify 
debar men t;   or 

(f)  For  other  cause  of  such  serious  and  compelling  nature, 
affecting  responsibility   as   a  Government  contractor ,   as   may 
be  determined  by  FCIC   to  warrant   debarment.      However, 
suspensions  or  related  matters   involving   the  EEO  Clauses 
shall  be  handled  in   accordance  with  regulations  which  may  be 
prescribed  by   the  Secretary  of  Labor. 

The  Corporation  shall   have   the  right  at  its   discretion   to 
suspend  any  agency  or  sub-agent  pending  investigation  of,   or 
indictment  for  any  of   the  above  causes,    or  pending  debarment 
proceedings . ) 

Sec.  25,  page  3: 

New  section:        (Moneys   due   FCIC,   shall  be  set  off,    in   whole  or  in   part, 

against  any  moneys  payable   to   the  agency  or  sub-agent  by   the 
Corporation  or  any   other   United  States  Government   agency.) 
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APPENDIX  II 
(Changes  by  section) 
Sec.  1; 
Before  amendment: 


After  amendment: 


Sec.  2: 


Before  amendment: 


After  amendment: 


New  Policies.   New  policies  are  those  not  in  force 
with  the  Corporation,  or  any  company  or  organization 
reinsured  by  the  Corporation,  on  the  same  crop  for  the 
same  entity  the  previous  policy  year.   The  Agency  will 
be  compensated  at  the  rate  of  i§«  of  the  base  premium. 

New  Policies.   New  policies  are  those  not  in  force  with 
the  Corporation,  or  any  company  or  organization 
reinsured  by  the  Corporation,  on  the  same  crop  for  the 
same  entity  the  previous  policy  year.   The  Agency  will 
be  compensated  at  the  rate  of  (20%)    of  the  base  premium. 


Carryover  Policies.   For  those  policies  for  the  same 
crop  and  entity  that  were  in  force  the  previous  year 
with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be 
compensated  at  the  rate  of  l-3«  of  the.  base  premium. 

Carryover  Policies.   For  those  policies  for  Lhe  same 
crop  and  entity  that  were  in  force  the  previous  year 
with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be  com- 
pensated at  the  rate  of  (15°!.)    of  the  base  premium. 


Sec.  3: 


Before   amendment: 


After  amendment: 


The-AgeHey-wi4i-be-ee!Hpe«sa€ed-aH-add4tieHal-J%-ei-6he 

ba9e-pifemittm-«RdeF-See-6iea9-i-aRd-2-ei-6his-appeHdiH 

i#-€he-AgeHey-mee69-e¥-eKeeed9-6he-€e«ai-eale6-geal 

agf  ee4-HpeH-by-the-AgeHey-aHd-the-Ge)=pefati9H-iH-the 

Anntia4-Mai?ke€ing-PlaH-whieh-4a-eeH9i4ej=ed-a-pa?t-ef 

this-appendix-as-if-eeHtaiHed-heEeiHT 

The  agency   agrees   to  conform   to  business  distribution 
guidelines  prescribed  by    the  Corporation,    providing 
these  guidelines   are   filed  in   writing  with    the  agency 
at  least  120   days  before   the  sales   closing  date  for 
the  crops  affected. 
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Sec.  6: 

Before  amendment:        For  the  purpose  of  computing  commissions  under 

Sections  1  and  2  of  this  appendix  farmer's  premiums 
mailed  to  the  Corporation  or  collected  through  deduc- 
tion from  indemnities  shall  be  considered  as  collected 
by  the  Agency  as  of  the  date  of  mailing  or  the  date  the 
claim  for  loss  is  signed.   No  compensation  shall  be 
paid  for  crop  policies  which  do  not  result  in  a  collected 
premium. 

After  amendment:         For  the  purpose  of  computing  commissions  under 

Sections  1  and  2  of  this  appendix  farmer's  premiums 
mailed  to  the  Corporation  or  collected  through  deduc- 
tion from  indemnities  shall  be  considered  as  collected 
by  the  Agency  as  of  the  date  of  mailing  or  the  date  the 
claim  for  loss  is  signed.   No  compensation  shall  be 
paid  for  crop  policies  which  do  not  result  in  a  (fully) 
collected  premium. 
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^r^{\  United  States 
LAJj)  Department  of 
Agriculture 


Federal  Crop 

Insurance 

Corporation 


Office  of  the 
Chairman 


Washington,  D.C. 
20250 


'vlflf? 


mz 


Subject:   Short  and  Long  Range  Goals  for  FCIC 
To:   The  Board  of  Directors 

Following  are  goals  which  we  believe  are  possible  to  accomplish  during  1982: 

1.   Complete  the  reorganization  structure  and  staffing  pattern  for  FCIC: 
This  involves  gaining  approval  of  all  organizational  structures,  completing 
job  descriptions  in  all  positions,  classifying  each  position  and  adopting  a 
gradual  plan  of  transition  to  the  proper  structure,  patterns,  and  classifica- 
tions. We  will  have  a  plan  of  transition  by  March  15,  1982. 


Complete  transition  of  the  FCIC  delivery  system  to  the  private 
This  involves  elimination  of  current  FCIC  and  ASCS  servicing  to  the 


2, 

sector. 

extent  that  98  percent  of  the  business  will  be  handled  by  reinsurance,  master 
marketers,  and  FCIC  individual  sales  and  service  agents  by  September  30,  1982, 
with  2  percent  handled  by  ASCS  offices. 

3.  Increase  capital  position  from  $103  million  to  $420  million  by  close 
of  the  fiscal  year.  Based  upon  passage  of  the  funding  legislation,  we 
anticipate  receipt  of  $250  million  in  capital  stock  from  Treasury  by  March  15, 
which  will  provide  us  with  $353  million  in  reserve.  Excess  of  premium  compared 
to  loss  payments  will  increase  this  to  $420  million  by  September  30. 

4.  Increase  acreage  participation  from  50  million  in  1981  to  100 
million  in  1982.  Despite  economic  and  weather  conditions,  prospects  for 
increasing  participation  were  never  better.  With  a  substantially  improved 
program,  expansion  into  new  areas,  and  a  positive  sales  force  in  place,  we 
are  optimistic  we  can  achieve  this  goal. 


in 


5.   Increase  premium  income  from  $370  million  in  1981  to  $600  million 
1982.  For  the  1983  crop  year,  we  anticipate  establishing  separate  goals 
fal 1  crops  and  spring  crops  and  will  present  our  recommendations  for 


for 

board  consideration  in  August. 

6.  Reduce  the  time  required  in  accepting  applications,  acreage  reports 
adjusting  claims,  and  making  payments  to  insureds,  agents  and  contractors. 
Progress  will  be  reported  by  August  31. 

7.  Get  system  in  place  to  accurately  analyze  costs  of  specific  functions 
within  the  Corporation.  A  committee  already  has  been  appointed  and  is  function- 
ing in  this  area  to  develop  and  implement  a  work  measurement  system.  We  antici- 
pate final  recommendations  and  a  plan  for  test  implementation  to  be  provided  by 
June  1. 


The  Federal  Crop  Insurance 
Corporalion  is  an  agency  of  the 
Department  o(  Agriculture 
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8.  Establish  plans  to  move  FCIC  toward  becoming  more  self-sustaining 
and  more  autonomous  from  governmenTi  Our  intent  is  to  explore  ideas  to  move 
fonvard  in  this  direction  while  at  the  same  time  maintaining  our  progress  in 
building  acreage  participation.  We  plan  to  contact  insurance  trade  associa- 
tions, farm  organizations,  and  legislative  groups  and  encourage  the  formation 
of  planning  committees  for  this  purpose.  The  first  of  these  committees  will 
be  functioning  by  June  1. 

9.  Identify  and  resolve  specific  problem  areas  with  our  data  processing 
system.  We  have  identified  six  critical  areas  to  explore  and  seek  solutions. 
These  areas  and  targeted  solution  proposal  dates  are: 

a.  Volume  Processing  -  March  15,  1982. 

b.  Computer  Equipment  Improvements  -  June  1,  1982. 

c.  System  Software  Development  -  April  1,  1982. 

d.  Off-Site  Direct  Inquiry  Capabilities  -  July  1,  1982. 

e.  Reorganization  &  Staffing  -  March  15,  1982. 

f.  Better  Planning  &  Coordination  -  April  1,  1982. 

Following  are  longer  range  goals  we  believe  are  possible  to  accomplish  in  the 
next  3  to  5  years: 

1.  Reach  50  percent  participation  rate  by  1984:  We  realize  that  100 
percent  of  the  crop  acreage  in  the  nation  does  not  need  all-risk  protection, 
hov/ever,  we  believe  substantially  more  than  50  percent  will  be  insured. 

2.  Strengthen  the  financial  position  of  FCIC  to  acceptable  private 
industry  standards:  The  most  common  industry  standard  used  is  a  2  to  1  ratio 
of  premium  income  to  total  reserves  (net  worth).  FCIC's  1984  goal  of  one 
billion  dollars  in  premium  income  would  require  us  to  have  $500  million  in 
net  worth. 

3.  Improve  the  efficiency  of  FCIC  operations  by  cost  reduction:  We 
will  establish  specific  goals  for  the  area  in  the  near  future,  (i.e.,  reduce 
administrative  and  operating  ratio  2  percent  per  year,  etc.). 

4.  Adjust  rate  structure  to  more  nearly  reflect  the  risk  assumed:  We 
are  presently  working  with  the  insurance  industry  to  help  us  determine  which 
rates  are   too  low  and  which  are  too  high.  We  believe  ratio  must  be  adjusted 
if  we  are  to  meet  internally  established  less  ratio  of  .90  (premium  income 
and  subsidy  vs.  indemnities  paid). 

5.  Move  to  a  position  whereby  the  reinsurance  program  is  the  primary 
delivery  system:  We  presently  have  the  following  goals  in  place: 
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Sales  Delivery  -  Percent  of  Business 

1981     1982     1983     1984 


Reinsurance  Companies 

4 

35-45 

60 

65 

Master  Marketing 

1 

40-50 

30 

25 

Direct  Sales  and  Sales 
Agreements 

55 

10-20 

10 

10 

FCIC/ASCS  Offices 

40 

0-5 

0 

0 

We  foresee  proposing  legislative  changes  regarding  the  following: 

1.  Allow  more  flexibility  in  spending  of  FCIC  funds  so  that  reinsurance 
program  is  not  jeopardized; 

2.  The  provision  allowing  a  farmer  to  exclude  hail  coverage  from  his 
All-Risk  policy;  and 

3.  Allowing  FCIC  to  become  more  autonomous  from  government  as  its 
financial  structure  improves. 


ySr^   MELVIn  E.  SIMS 


Chairman 
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United  Stales 
1;,  Department  of 
■■■    Agriculture 


Federal  Crop 

Insurance 

Corporation 


Office 
of  the 

Chairman 


Washington,  D.C. 
20250 


March  30,  1982 


Subject:    Board  Memorandum  No.  55 

Revisions  to  1983  Reinsurance  Agreement 


To     :    Board  of  Directors 


The  1983  reinsurance  agreement  needs  to  be  revised  for  1983.   The  primary  area 
for  change  is  in  cash  flow  timing.   Modifications  are  proposed  to  make  commis- 
sion payments  parallel  those  in  the  Agency  Sales  and  Service  Agreement  but 
recognizing  the  differences  in  functions.   Also,  the  company  will  be  given  an 
incentive  to  adopt  a  premium  collection  schedule  similar  to  that  being  imple- 
mented for  FCIC  policies.   The  risk-sharing  arrangements  in  the  standard 
agreement  are  the  same  as  for  1982,  but  we  plan  to  encourage  companies  to 
submit  alternative  proposals  for  reinsurance  covers  in  line  with  their  needs. 
These  will  be  evaluated  in  accordance  with  established  standards. 

The  following  points  summarize  the  changes: 

1.  The  local  agent  portion  of  conmiissions  (10  or  15  percent  of  premium) 
would  be  withheld  until  premium  is  paid. 

2.  The  company  operating  expense  commission  (12  percent  of  premium)  and 
fixed  loss  adjustment  payments  (4  percent  of  premium)  would  be  made 
after  processing  of  acreage  reports  to  parallel  the  funding  of  these 
expenses  for  FCIC's  salaried  employees  on  Federal  Crop  Insurance 
Policies.   The  company  operating  expense  commission  payments  will  be 
made  earlier  than  coiranission  payments  under  the  Agency  Sales  and 
Service  Agreement.   However,  the  reinsured  company  must  pay  claims  out 
of  their  own  funds  with  later  restoration  by  FCIC.   Overall,  the 
reinsured  company  will  not  have  a  cash  flow  advantage. 

3.  Loss  adjustment  reimbursement  in  the  amount  of  3  percent  of  claims 
would  be  paid  after  the  company  pays  its  losses. 

4.  FCIC  would  continue  restoring  any  claims  payments  made  by  the  company 
to  the  extent  that  they  exceed  premium  collected  in  any  month  but 
limit  the  restoration  after  a  100  percent  loss  ratio  is  reached  to 

92  percent  of  the  claims  paid,  which  is  the  approximate  FCIC  share  of 
the  losses. 

5.  All  insurance  premiums  would  be  due  and  payable  to  FCIC  in  accordance 
with  a  schedule  to  be  established  in  the  Plan  of  Operation,  but  any 
premiums  uncollected  by  the  company  at  that  time  could  be  deferred  in 
consideration  for  an  interest  charge  of  1-1/2  percent  per  month.  The 
dates  established  will  parallel  the  billing  schedule  utilized  by  FCIC 
on  its  direct  policies. 

I  recommend  that  the  Reinsurance  Agreement  be  amended  according  to  the 
enclosed  revised  agreement. 


/}fM^v(    CA^^t^"^ 


MELVIN  E.  SIMS 
Chairman 
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EXHIBIT  NO. 

Amendments  to  Reinsurance  Agreement 

Agreement  (Amendment  by  section) 

SECTION  IV  -  EXPENSE  REIMBURSEMENT 

Before  amendment:        C.   The  expense  reimbursement  shall  be  due  and 

payable  in  accordance  with  the  following  schedule: 

1.  Eighty  (80)  percent  of  the  estimated 
reimbursement  for  Company  operating  and  agent 
expenses  for  the  crop  year  shall  be  due  the 
Company  upon  submission  of  its  report  (due  not 
later  than  July  15)  on  the  status  of  the 
reinsurance  account  as  of  the  end  of  June. 

2.  The  remaining  reimbursement  for  operating 
and  agent  expenses  shall  be  due  upon  submission 
of  the  end-of-September  report. 

3.  Loss  adjustment  reimbursement  in  the  amount 
of  4  percent  of  book  premium  shall  be  due  upon 
submission  by  the  Company  of  its  end-of-July 
report. 

4.  Any  adjustment  in  expense  reimbursement  due 
the  Company  or  overpayment  returnable  to  FCIC 
as  a  result  of  changes  in  book  premium  reported 
shall  be  due  upon  submission  of  each 

end-of -month  report. 

5.  Loss  adjustment  reimbursement  in  the  amount 
of  5  percent  of  ultimate  net  losses  paid  under 
this  reinsurance  agreement  shall  be  due  upon 
submission  of  the  annual  summary  report  or 
amendment  thereto. 

6.  FCIC  may,  at  its  option,  reimburse  the 
Company  after  each  December  15  for  up  to  25 
percent  of  estimated  operating  costs  that  will 
be  due  the  Company  on  business  sold  or  renewed 
with  a  sales  closing  date  on  or  before  November 
1.   This  payment,  if  made,  will  be  an  advance 
of  moneys  otherwise  paid  in  accordance  with 
sub-paragraph  CI ,  above  ,  and  will  be  made  based 
upon  the  latest  monthly  report  submitted  to 
FCIC. 
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lifter  Amendment: 


C.  The  expense  reimbursement  shall  be  due  and  payable 
in  accordance  «ith  the  following  schedule: 


1.  Reimbursement  in  the  amount  of  12  percent  of 
earned  book  premium  for  company  operating 
expenses  and  4  percent  of  earned  book  premium 
for  loss  adjustment  expenses  upon  submission  by 
the  Company  to  FCIC  of  the  first  monthly  report 
following  submission  of  the  annual  acreage 
report  by  the  insured. 

2.  Reimbursement  in  the  amount  of  10  percent  of 
earned  book  premium  and  the  additional  5 
percent  of  earned  book  premium  for  new  policies 
or  crops  added  to  an  existing  policy  (as 
specified  in  paragraph  A  of  this  section)  shall 
be  due  upon  submission  of  the  first  monthly 
report  following  payment  of  premium  by  the 
insured  or  upon  payment  of  premium  to  FCIC  by 
the  Company  even  if  not  paid  by  the  insured  to 
the  Company.   Deduction  of  premium  from  any 
claim  payment  due  the  insured  under  policies 
covered  by  this  agreement  shall  be  considered 
premium  payment  under  this  paragraph. 

3.  Loss  adjustment  reimbursement  in  the  amount 
of  3  percent  of  ultimate  net  losses  paid  under 
this  agreement  shall  be  due  upon  submission  of 
the  next  monthly  report  following  payment  of 
the  losses  by  the  company  to  its  insured. 


SECTION  XIV.   RffllTTANCES 


Paragraph  C,  Page  3 
Before  amendment 


A.  FCIC  shall  pay  the  Company  the  balance  equal  to 
the  following  after  submission  of  each  end  of  month 
or  interim  report: 

1.  Losses  paid  by  the  Company  for  the  crop 
year  (loss  advances)  ;  less 

2.  Net  prior  loss  advances  during  the  crop 
year;  less 

3.  Cash  premiums  collected  by  the  Company  for 
the  crop  year;  plus 

4.  Unremitted  amount  due  to  date  for  operating 
expense  reimbursements  ;  plus 

5.  Unremitted  amount  due  to  date  for  loss 
adjustment  expense  ;  less 
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After  amendment 


6.   Any  amounts  due  FCIC  under  any  other  part 
of  this  Agreement. 

A.  FCIC  shall  pay  the  Company  the  balance  equal  to 
the  following  after  submission  of  each  end  of  month 
or  interim  report: 

1-  Losses  paid  by  the  Company  for  the  crop  year 
(loss  advances)until  a  loss  ratio  of  100 
percent  for  the  company  has  been  reached  at 
which  time  the  payment  shall  be  92  percent  of 
the  amount  by  which  ultimate  net  losses  paid 
exceed  earned  book  premium;  less 

2.  Net  prior  loss  advances  during  the  crop 
year;  less 

3'  Cash  premiums  collected  by  the  Company  for 
the  crop  year;  less 

4-  Any  other  premiums  payable  by  the  insured  in 
accordance  with  paragraph  B  of  this  section; 
plus 

$•  Unremitted  amount  due  to  date  for  operating 
and  loss  adjustment  reimbursements  as  specified 
in  Section  IV;  less 

6.  Any  interest  charges  due  and  payable  to 
FCIC;  less 

?•  Any  other  amount  payable  by  the  Company  to 
FCIC. 


Paragraph  B ,  Page  8 
Before  amendment 


After  amendment 


B.   FCIC  shall  pay  the  Company  any  balance  due  upon 
submission  of  the  annual  summary  report  or  amendments 
thereto. 

(Deleted  for  1983  because  repetitious  with  another 
paragraph. ) 

B.   Any  earned  book  premium  not  reported  as  collected 
under  paragraph  A-3  (above)  ,  excluding  that  portion 
payable  by  FCIC  under  Section  V,  shall  be  due  and 
payable  to  FCIC  in  accordance  with  a  schedule 
submitted  as  part  of  the  approved  plan  of  operation 
specifying  dates  by  crop  and  geographic  location.  The 
Company  may,  at  its  option,  defer  payment  on  any 
premium  subject  to  this  agreement  uncollected  from 
its  insured  until  submission  of  the  monthly  report 
following  receipt  by  the  Company  of  any  premiums  but 
not  later  than  the  date  established  for  the  annual 
summary  under  this  agreement  (Section  VII  -  B) ,  in 
consideration  for  a  simple  interest  charge  of  1  1/2 
percentum  per  month  or  portion  of  any  month  that  this 
payment  is  deferred.   The  interest  shall  be  due  and 
payable  to  FCIC  monthly  on  any  premium  for  which  the 
deferral  is  ended. 

(Encompasses  revised  premium  payment  schedule  as 
being  implemented  for  1983. ) 
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Subject:    Board  Memorandum  No.  61 

How  We  Can  Appeal  to  Better  Producers 


April  5,  1982 


To 


Board  of  Directors 


Any  successful  insurance  program  targets  toward  the  lowest  risk  customers  Chat 
can  be  possibly  identified.   All-Risk  Crop  Insurance  should  be  taking  a  similar 
approach.   In  some  crops,  primarily  the  high  investment  specialty  type  crops 
where  participation  is  high,  it  can  be  said  that  we  have  many  top  operators 
insured.   However,  for  the  general  grain  crop  where  participation  ratios  are 
generally  at  a  lower  level,  it  is  reasonable  to  assume  that  we  are  reaching 
more  producers  in  the  bottom  half  of  the  spectrum  than  the  upper  half.   The 
lack  of  funds  to  do  an  aggressive  effort  in  marketing  prior  to  1981  limited 
the  sales  to  those  producers  who  primarily  walked  through  the  door.   It  is 
reasonable  to  assume  that  such  producers  are  likely  to  be  those  who  have  found 
ways,  in  their  own  mind,  to  collect  a  higher  than  normal  amount  of  losses.   In 
these  structures  it  is  only  natural  for  the  producers  at  the  upper  end  of  these 
groups  to  see  crop  insurance  as  the  best  deal.   This  again  would  tend  to  increase 
their  probability  of  collecting  losses  and  would  remove  them  from  the  top 
operator  category  in  our  judgment. 

We  currently  have  a  variety  of  basic  plans  to  appeal  to  these  "top  producers." 
Some  are  as  follows: 

A.  Promotion  campaign  designed  to  educate  the  real  benefits  of  All-Risk  Crop 
Insurance.  The  campaign  is  designed  to  reach  (with  the  needed  frequency)  all 
"disaster  crop"  producers. 

B.  Policy  provisions  such  as:   Unit  Arrangements;  quality  adjustment 
feature;  discount  for  good  program  experience;  Individual  Yield  Coverage; 
Deferred  Premium  Payment  Plan;  Hail  and  Fire  option;  FCI-2  Agreement; 
collateral  assignment;  and  replant  provision  (soybeans,  peanuts,  forage  seeding). 

To  attract  these  customers  and  determine  how  to  attract  them,  perhaps  we  should 
look  at  some  other  agricultural  products  which  were  faced  with  a  similar  situa- 
tion 20,  30,  or  40  years  ago.   One  such  product  may  well  be  fertilizer.   In  my 
judgment  the  fertilizer  industry  followed  a  four-step  approach:  (1)  Education, 
(2)  development  of  specialized  products,  (3)  concentrated  sales  efforts  toward 
producers  who  could  understand  and  get  results,  and  (4)  demonstrated  those 
results  to  other  producers.   Let's  look  at  how  we  might  apply  these  four 
principles  to  All-Risk  Insurance. 


The  Fe<3erai  Crop  Insurance 
Co'pofation  IS  an  agency  o(  the 
Oepanment  of  Agriculture 
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1.  Education — The  job  of  educating  farmers  on  the  many  uses  of  All-Risk  Crop 
Insurance  and  that  it  pays  in  good  years  as  well  as  bad  is  one  of  great 
magnitude.   Since  this  product  has  been  marketed  by  a  monopolistic 
organization — FCIC — the  education  job  has  been  ours  alone.   We're  now  at 
the  point  where  we  need  to  capitalize  on  the  best  educational  organizations 
with  proven  track  records  to  help  us  achieve  this  mission.   They  would 
Include  cooperative  extension,  land  grant  universities  through  their 
ag-economic  departments  and  agri-business  in  general.   While  advertising 
will  certainly  get  attention,  there  is  question  whether  much  in-depth 
education  will  take  place  from  that  vehicle. 

Top  operators  generally  are  using  more  sophisticated  approaches.  Including 
computerized  records  systems.   Since  they  have  these  services  available 
to  them,  we  need  to  do  the  work  in  developing  economic  models  that  will 
show  the  real  impact  of  peaks  and  valleys  in  farm  income  for  good  and 
bad  years  and  that  will  show  the  long  term  value  of  being  able  to  lock 
In  higher  prices  with  confidence  because  of  All-Risk  Insurance  protection. 

2.  Developing  a  specialized  product  -  Twenty  years  ago  the  most  common 
fertilizer  in  my  area  was  5-10-10.   Today  there  is  almost  none  of 
this  analysis  sold.   They  have  specialized  their  product  to  track  with 
soil  tests  or  to  put  in  another  of  the  farmer's  needs.   In  fact,  much 

of  it  is  custom  blended  for  specific  needs.   FCIC's  statistics  generally 
show  that  those  crop  programs  for  which  the  actuarial  structure  is  more 
closely  based  to  individual  yield  records  and  where  producer  groups  have 
been  most  closely  associated  in  developing  the  insurance  policy  have  the 
highest  participation  rates.   To  put  it  another  way,  an  all-out  effort  to 
further  refine  and  individualize  actuarial  structures  and  policies  to 
meet  the  current  needs  of  the  producers  and  at  the  same  time  provide 
flexibility  to  meet  the  needs  of  producers  who  do  not  fit  into  the 
mainstream  would  appear  to  be  an  important  move.   Perhaps  we  need  grass 
roots  level  for  actuaries  to  base  judgment  and  make  final  decisions  on 
refining  coverages  and  rates.   One  of  the  criticisms  already  surfacing 
from  the  lYC  program  is  the  high  cost  for  top  producers  with  high  yields 
due  to  the  fixed  premium  percentage  rate. 

3.  Concentrate — We  need  to  make  an  effort  to  have  our  agents  identify  the 
top  producers  and  concentrate  their  sales  effort  for  a  disproportionate 
amount  of  their  sales  effort  to  these  producers. 

4.  Demonstrate — To  demonstrate  that  All-Risk  Insurance  really  works,  a  con- 
centrated effort  must  be  made  to  get  living  testimonials  from  insured 
producers  on  how  All-Risk  Insurance  benefits  them.   These  testimonials 
need  widespread  publicity,  not  only  in  print,  but  also  in  flesh  and  blood. 
Our  "Spokesperson"  approach  is  ideal  for  this.   This  step  would  parallel 
the  test  plots  that  the  fertilizer  and  seed  companies  use  to  demonstrate 
their  product. 
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5.  Develop  actuarial  system  to  establish  realistic  coverages  in  counties/ 
areas  of  extreme  low  participation/high  loss  ratios  which  reflect  only 
producer's  experience  from  only  a  very  few  insureds.   There  are  many 
counties  where  it  is  hopeless  to  attract  any  producer  except  the  low 
producer. 

6.  Increase  professionalism  in  FCIC  field  force  and  agency  force  with  a 
comprehensive  training  course. 

7.  Eliminate  the  unharvested  guarantee  feature. 

8.  Simplify  loss  adjustment  procedure  and  processing.   Training  of  all 
those  responsible  for  all  documents  is  of  the  absolute  necessity  for 
accurate  and  timely  submission.   We  must  pay  losses  much  more  quickly. 
We  cannot  hope  to  attract  the  top  producer  if  we  cannot  provide  much 
improved  service. 

9.  Tighten  the  adjustment  procedure  regarding  appraisals  for  uninsured 
causes  of  loss.   The  top  producer  rightfully  questions  the  credibility 
of  the  program  when  the  poor  producer  re^^eives  payment  for  uninsured 
causes. 

Blue  sky  plans  to  appeal  to  the  "top  producer": 

1.  lYC  program  could  be  altered  so  that  a  top  producer  with  X  number  of 
years  of  go'od  experience  records  could  start  his  experience  at  X  reduced 
rate  on  the  premium  adjustment  table  provided  his  yield  was  X  percent 
above  the  average  yield. 

2.  Rapidly  changing  cultural  practices,  time  lag  in  modification  of  past 
management  history,  and  lack  of  accurate  data  due  to  failure  to  partici- 
pate in  agriculture  support  programs  by  individual  farmers,  have  caused 
problems  in  actuarial  accuracy  which  can  only  be  solved  by  "beefing  up 
the  individual  actuarial  request  procedure. 

3.  Encourage  state  participation  in  premium  subsidies. 

4.  Eliminate  the  bonus  commission  to  Master  Marketing  companies  and  pay 
them  a  graduated  commission  based  on  the  number  of  acres  sold. 

5.  Expand  the  Quality  Assurance  program  so  that  FCIC  employees  would  more 
directly  control  the  output  of  company  agents  instead  of  relying  on  the 
companies'  quality  assurance  programs. 

6.  Allow  an  insured  to  receive  credit  for  yield  equal  to  payment  made  for 
purposes  of  developing  yield  records;  t.g.,  30  bushels  guarantee — 1982 
zero  production  due  to  hail.   Insured  credited  with  30  bushel  yield. 
Noninsured  would  be  credited  with  zero. 


The  above  is  submitted  for  your  information. 


MELVIN  E.  SIMS 
Chairman 


348 


United  States  Federal 

Department  of  Crop  t,     u  •      ^         T^  ^ 

Agriculture  Insurance  Office  of  the  Washington,   D.C. 

Corporation  Chairman  20250 


Board  of  Directors 
Board  Memorandum  No.    62 

Chairman 


Subiect:   Master  Marketing  Association  Development  Committee's  Concerns  on  the 
1983  Agreement 


A  Master  Marketing  Association  Development  Committee  is  being  established 
to  develop  an  association  to  represent  the  Master  Marketing  companies 
contracting  with  the  Federal  Crop  Insurance  Corporation.   It  is  my 
understanding  that  the  committee  at  this  time  represents  thirty-one 
companies  omt  of  the  total  of  approximately  70. 

The  committee  requested  to  meet  with  the  Board  of  Directors  to  discuss 
the  1983  Agreement.   I  informed  them  that  this  would  not  be  possible  but 
that  I  would  meet  with  them  in  my  office  on  March  30,  1982. 

The  committee  representatives  attending  were: 

Tom  Buchanan,  Buchanan  and  Associates 

Billy  Joe  Bull,  Southern  Crop  Insurance  Agency 

Dean  Coe,  Thayer  Insurance  Agency 

E.  L.  Ross,  E.  L.  Ross  Agency,  Inc. 

Jerry  Estes,  Corporate  Counsel  for  Thayer  and 

Teri  Thorp  with  Thayer  also  attended. 

Corporation  representatives  were  John  Hamilton,  Jim  Johnson  and  myself. 
Arnold  Grundeman  attended  at  my  request  to  clarify  a  section  of  the 
Agreement .  " 

The  committee  asks  that  I  present  their  concerns  to  the  Board  and 
wanted  to  know  what  the  chances  were  for  getting  some  changes  made  in 
the  1983  Agreement. 

I  informed  them  that  in  my  opinion,  the  chances  of  changing  the  Agreement 
were  very  remote  as  the  Agreement  had  been  approved  by  the  Board  and  the 
final  date  for  signing  the  Agreement  ,had  been  established  as  April  5,  1982. 
I  did  agree  to  present  their  concerns^to  the  Board  of  Directors. 


Jax  C\<\9-v^c«\  , 


_    Federal  Crop  Insurance  Corporation 
°  IS  an  agency  of  tfie 

Uniled  Slates  Department  of  Agriculture 


349 


The  concerns  expressed  were: 

Sec.  5  -  Agency  is  now  required  to  preview  code  and  batch  documents 

for  data  entry  and  resolve  document  errors.  This  is  additional 
work  without  additional  compensation.  We  accept  this  as  it  may 
help  both  parties  do  a  better  job. 

Sec.  11-  The  old  Agreement  provided  that  if  the  Corporation  was  unable  to 
furnish  the  agency  the  necessary  printed  materials  the  agency 
could  be  reimbursed  for  their  incurred  printing  cost  under  certain 
conditions . 

This  wording  has  been  removed  and  we  are  concerned  that  we  may  get 
stuck  with  substantial  printing  expenses,  particularly  in  cases 
where  the  Corporation  fails  to  get  the  material  to  us  timely. 

The  1983  Agreement  provides  that  the  files  and  materials  relating 
to  policyholders  are  the  property  of  the  Corporation.   This  does 
not  give  any  proprietary  rights  to  the  agent  for  business  which, 
he  may  have  developed  at  considerable  personal  effort  and  expense. 
This  concerns  us  as  in  the  event  a  HMA  converts  to  a  reinsurance 
company  the  Corporation  would  have  the  right  to  control  the 
reassignment  of  the  MMA's  current  business.  Also  concerned  that 
the  sub-agent  would  have  no  control  over  his  business. 

Sec.  12,  (c) 

This  paragraph  in  the  1982  Agreement  states  "the  Corporation 
shall  notify  the  Agency  of  unpaid  premiums  at  least  30  days 
before  the  termination  and  the  Agency  shall  use  its  best 
efforts  to  effect  collection."   In  the  1983  Agreement  the  words 
"at  least  30  days"  has  been  removed. 

Why  was  this  wording  removed?  The  "termination  date"  is 
March  31  and  as  of  this  date  (March  30)  only  one  agency  in 
this  group  has  received  a  list  of  unpaid  premiums.   We  want  to 
collect  as  many  premiums  as  possible  before  the  termination 
date,  but  we  are  not  getting  the  list  in  time  to  make  an  effort. 

This  section  also  states  that  the  Corporation  shall  be  responsible 
for  the  initial  billing  of  the  premiums. 

We  would  like  a  clarification  of  the  Corporation's  current  policy 
on  premium  billings.   Most  of  us  do  not  have  the  capacity  for 
premium  billing  at  this  time.   However,  if  it  is  necessary,  we 
can  develop. 

Sec.  15  and  Sec.  23 

We  feel  there  is  a  potential  conflict  between  these  sections. 
Section  15  grants  the  Corporation  the  right  to  modify,  or  terminate 
the  Agreement  at  any  time  upon  thirty  days  notice  for  practically 
any  reason  they  deem  unsatisfactory.   However,  Section  23  gives 
the  Corporation  the  right  -to  terminate  immediately  for  any  material 
breach  of  the  Agreement. 
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The  committee  feels  these  sections  should  be  coordinated  and 

that  the  Agency  should  always  be  given  the  right  to  respond 

to  an  allegation  which  results  in  termination  of  the  Agreement. 

Sec.  17-  This  section  deals  with  the  Agency's  responsibility  to  the 

Corporation  for  errors  and  omissions  including  the  good  faith 
reliance  clause.   We  take  exception  with  the  last  sentence 
"The  Corporation  shall  determine  liability  under  any  policy 
of  insurance."   Our  legal  counsel  feels  that  this  clause  is 
tantamount  to  judge,  jury  and  executioner  and  is  unenforceable. 

Note:  Mr.  Arnold  Grundeman  came  to  the  meeting  to  clarify  the  statement 
as  follows:   The  Corporation  is  reserving  the  right  to  determine  the 
amount  of  the  Corporation's  liability  under  any  crop  insurance  policy, 
including  any  additional  amount  under  the  good  faith  reliance  clause. 

Sec.  24-  This  section  deals  with  the  Corporation's  rights  concerning 
debarment.   The  committee  is  particularly  concerned  with  the 
last  paragraph.   This  gives  the  Corporation  the  right  to 
suspend  any  Agency  or  sub-agent  for  a  pending  investigation 
or  pending  debarment  proceedings . 

A  lengthly  suspension  for  a  pending  investigation  could  be 
disastrous  for  many  of  us.   The  committee  suggests  some 
additional  wording  such  as  "if  the  nature  of  the  complaint 
warrants  this  action"  and  "with  advance  notice". 

Sec.  25-  This  section  provides  that  moneys  due  FCIC  will  be  set-off 

against  any  moneys  payable  to  the  Agency.   What  is  the  intent 
of  this?  Does  it  mean  that  the  Agency  will  be  held  responsible 
for  the  farmer's  premium? 

Note :  This  is  not  intended  to  include  farmer  premiums .   Includes  any 
overpayments  to  the  Agency. 

Appendix  II 

Paragraph  3  deals  with  the  additional  2%  compensation. 

The  committee  prefers  the  following  options: 

1.  Change  the  18  t  2  to  20  and  the  13  +  2  to  15. 

2.  Refer  to  the  additional  amount  as  reimbursement  for  administrative  costs. 

3.  Change  to  15  t  5  as  5%  would  be  more  in  line  with  the  administrative  costs 
and  set  up  a  schedule  for  the  reimbursement.   Instead  of  referring  to  the 
entire  20%  as  commissions,  it  would  be  better  to  break  it  down  such  as  15% 
for  commissions  plus  5%  for  administrative  costs. 
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Paragraph  5:  Agency's  earnings  will  be  reduced  $50.00  for  each  crop 

policy  for  which  the  Corporation  secured  the  acreage  report. 

The  Committee  feels  this  is  unfair  if  the  acreage  report  is 
zero  acreage  and  earns  no  commission. 

Note:  It  is  the  Agency's  responsibility  to  secure  all  acreage  reports, 
zero  or  otherwise. 

Paragraph  6 :  Last  sentence  -  "No  compensation  shall  be  paid  for  crop 

policies  which  do  not  result  in  a  fully  collected  premium." 

The  Committee  wants  to  know  what  constitutes  a  fully  collected 
premium.   If  the  farmer  pays  his  full  premium  but  does  not 
pay  the  interest  due,  is  this  considered  a  fully  collected 
premium  for  the  purpose  of  this  section?  The  committee  feels 
this  should  be  considered  a  fully  collected  premium. 

Note:  The  Corporation's  policy  is  that  any  premium  payment  will  be  applied 
first  to  any  interest  due.   In  the  above  case  the  premium  would  not  be  fully 
collected. 

Paragraph  8:  This  section  provides  that  "no  amounts  shall  be  paid  the  Agency 
unless  the  payment  is  fully  earned  except  that  if  this  Agreement 
is  terminated  as  provided  in  Section  15  or  23  of  the  Agreement, 
the  Corporation,  at  its  option,  may  make  payment  for  services 
rendered  but  not  fully  earned. 

The  Committee  distrusts  the  word  "may"  in  Agreements  and 
requests  the  word  "may"  be  changed  to  "shall". 

Additional  comments  from  the  committee: 

1.  Include  in  the  Agreement  a  time  frame  as  to  when  earned  commissions  are 
payable. 

2.  The  new  requirement  for  earlier  payment  of  premiums  is  an  undue  hardship 
on  the  farmers . 

3.  Some  of  the  companies  have  the  capacity  to  do  their  own  data  processing 
but  have  been  unable  to  get  a  positive  response  for  discussions  with 
Corporation  officials  on  this  subject.   More  coordination  in  soft  ware 
and  compensation  for  processing  function  is  sought. 

The  above  is  submitted  for  your  information. 


MELVIN  E.  SIMS 
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Subject:    Board  Memorandum  No.  72 
Background  Papers 


To 


Board  of  Directors 


There  is  enclosed  a  set  of  6  background  papers,  developed  by  the 
Corporation  for  your  information  regarding  items  on  the  agenda 
dealing  with  loss  adjustment  contracts  and  agency  sales  and  service 
contract  amendments. 
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Loss  Adjuster  Conflict  of  Interest 


The  issue  of  loss  adjusters  making  actual  claims  decisions  on  contracts  they 
previously  sold  is  not  a  new  one  in  the  Corporation.   Previous  regulations 
were  formulated  on  the  basis  of  salaried  WAE  personnel  performing  both  sales 
and  claims  work  when  the  delivery  system  was  wholly  FCIC. 

Regulations  to  the  effect  that  a  loss  adjuster  could  not  perform  claims  work 
the  first  year  after  he/she  sold  a  contract  seemed  to  work  fairly  well 
although  there  were  any  number  of  abuses  in  this  system  primarily  due  to  the 
ever  present  problem  of  availability  of  adequately  trained  WAE  help.   However, 
most  WAE  staffs  were  comparatively  small  and  the  volume  of  business  such  that 
relatively  close  supervision  could  be  performed. 

The  expansion  program  of  FCIC  and  the  expanded  use  of  private  agents  and 
contractors,  not  only  due  to  provisions  of  the' FCIC  Act,  but  because  manpower 
and  travel  limitations  are  restrictive  for  government  employees,  generally 
have  brought  forth  a  new  set  of  problems  and  conditions. 

Numerous  cases  of  possible  conflict  of  interest  in  the  area  of  loss  adjustment 
employee/contractor  or  contractor/agent  were  brought  to  light  during  the  1981 
crop  adjustment  season.   Of  primary  concern  were  charges  that  loss  adjustment 
contractors  were  initiating  sales  for  agents  while  performing  claims  services 
and  receiving  a  fee  from  the  agent  for  such  sales  referrals.   This,  as  a 
minimum,  has  the  appearance  of  conflict  of  interest  and  should  be  curtailed  in 
order  to  maintain  program  credibility. 

Therefore,  it  is  recommended  that  the  following  policy  be  adopted  and 
Instituted  immediately  as  operating  policy: 

"FCIC  contract  adjusters  are  prohibited  from  entering  any  contract, 
agreement,  or  employee  relationship  with  any  other  all-risk  or  multiple 
peril  insurance  operation." 
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Loss  Adjuster  Conflict  of  Interest 


This  would  require  Issuance  of  operating  procedures  by  the  Claims  Division  as 
rapidly  as  possible  and  introduction  of  a  contract  provision  effective  with 
the  1984  crop  year.   The  enforcement  during  1983  would  have  to  rest  upon  FCIC 
district  directors  primarily  in  the  assignment  or  refusal  to  assign  work  to 
contractors  who  do  not  comply  since  many  1983  contracts  already  have  been 
signed. 

This  regulation  would  be  contradictory  to  industry  practices  in  crop-hail 
where  adjusters  generally  are  allowed  to  adjust  losses  for  a  number  of 
companies  on  a  shared-expense  basis;  however,  the  requirement  for  trained 
adjusters  and  the  length  of  time  required  to  fully  develop  a  competent 
all-risk  adjuster  probably  justify  exclusive  use. 

The  seasonal  nature  of  the  all-risk  work  would  not  preclude  a  contractor  from 
engaging  in  off  season  work.   This  would  help  to  retain  capable  adjustors  and 
permit  availability  when  needed.   Should  adjuster  turnover  become  a  burden, 
the  Corporation  could  consider  a  guaranteed  retention  fee  to  be  made  up  out  of 
actual  earnings  or  retained  in  the  event  enough  work  was  not  available.   It 
would  be  highly  unlikely  that  enough  work  would  not  be  available  for  this 
purpose  in  an  average  year  based  upon  business  expansion  and  projections. 
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Fidelity  and  Indemnity  Protection 


The  solvency  of  an  Insurance  agency  or  company  may  be  affected  not  only  by 
losses  resulting  from  indemnities  paid,  but  by  losses  resulting  from  errors  on 
the  part  of  its  agent  representatives  which  result  in  the  misapplication  of 
insurance  protection. 

The  continued  application  of  errors  without  recourse  on  the  part  of  the 
insurer  will  inevitably  result  in  the  necessity  to  raise  premium  rates  and 
conceivably  could  result  in  the  failure  of  the  company. 

In  another  proposed  change  for  Master  Marketing  contracts,  the  Corporation  is 
requiring  agents  and  companies  to  meet  licensing  requirements  for  each  state 
in  which  they  will  sell  and  service  all-risk  insurance. 

Contained  in  the  company  licensing  regulations  for  the  State  of  Virginia  (See 
Agency  &  Agents  Licensing  Issue  Paper),  are  requirements  for  financial 
responsibility  to  wit: 

Stock  Companies  must  maintain  fully  paid-in  minimum  unimpaired  capital  of 
il  million  and  a  surplus  of  il  million. 

Mutual  Companies  must  maintain  a  surplus  over  and  above  liabilities  of 
$800,000  and  a  trusteed  surplus  of  iZ   million. 

All  Companies  must  deposit  with  State  Treasurer  $50,000-$200,000  in 
securities  for  the  benefit  first  of  policyholders  and  next  of  general 
creditors  who  have  lelns.   A  bond  with  surety  approved  by  che  Corporation 
Commission  will  be  accepted  in  lieu  of  deposit. 

Based  upon  these  requirements,  which  vary  from  state-to-state,  it  seems 
probable  that  any  Master  Marketing  company  in  meeting  state  licensing 
requirements  must  meet  minimum  financial  standards  and  provide  guarantees 
of  operating  capital  of  a  sufficient  amount. 
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Fidelity  and  Indemnity  Protection 


There  also  is  provision  for  companies  to  protect  themselves  against  errors  by 
agents  or  employees  through  the  process  of  Fidelity  Bonds  or  insurance.   This 
Is,  in  fact,  a  contract  of  insurance  whereby,  for  a  consideration  (premium), 
one  agrees  to  indemnify  another  against  loss  arising  from  the  want  of  honesty. 
Integrity,  or  fidelity  of  an  employee  or  other  person  holding  a  position  of 
trust. 

Error  and  Omission  Insurance  is  a  type  of  fidelity  bond.   It  provides 
protection  against  loss  If,  by  some  inadvertent  error  or  omission,  the 
Insurance  agreement  is  misrepresented. 

The  American  Bankers  Association  has  Issued  a  Schedule  of  such  Blanket  Bond 
Protection  amounts  which  may  be  applicable  to  insurance: 


Adjusted  Deposits 

Coverage 

% 

Ad.i- 

Listed  Deposits 

Coverage 

X 

i     300,000 

25,000 

.0833 

i 

30,000,000 

400,000 

.0133 

750,000 

50,000 

.0666 

42,500,000 

500,000 

.0117 

1,500,000 

75,000 

.05 

62,500,000 

625,000 

.01 

2,500,000 

105,000 

.042 

100,000,000 

850,000 

.0085 

4,000,000 

135,000 

.0337 

150,000,000 

1,200,000 

.008 

6,000,000 

160,000 

.0266 

250,000,000 

1,700,000 

.0068 

9,000,000 

190,000 

.0211 

500,000,000 

2,500,000 

.005 

12,000,000 

225,000 

.018 

1 

,000,000,000 

4,000,000 

.004 

17,500,000 

275,000 

.0157 

1 

,500,000,000 

5,000,000 

.0033 

22,500,000 

325,000 

.0144 

2 

,000,000,000 

6,000,000 

.003 

Clause  17  of  the  FCIC  Agency  agreement  says: 

"The  Agency  will  provide  the  Corporation  indemnification,  including  costs 
and  reasonable  attorney's  fees  for  errors  or  omissions  on  the  part  of  the 
Agency  or  its  employees,  agents  or  sub-agents  for  which  the  Corporation  is 
liable  under  its  policy  of  insurance  Including  the  good  faith  reliance  clause 
thereof,  except  to  the  extent  that  the  Corporation  has  caused  the  error  or 
omission.   The  Corporation  shall  determine  liability  under  any  policy  of 
Insurance. " 
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Fidelity  and  Indemnity  Protection 


This  seems  to  give  FCIC  the  right  to  establish  line  limits  for  fidelity  and 
Indemnity  protection  under  the  contract. 

According  to  Ron  McAdoo,  acting  director  of  the  Actuarial  Division,  the 
Corporation  establishes  its  nationwide  rate  structure  on  the  basis  of  average 
payout  of  5-1/2%  of  the  annual  liability  for  Insurance.   This  has  some  built 
in  safety  factors,  but  generally  applies  across  the  broad  expanse  of  all 
crops.   It  would  be  difficult  to  apply  a  bonding  system  based  upon  liability 
and  cost  would  likely  be  prohibitive  for  most  companies. 

The  maximum  responsibility  permitted  a  reinsured  company  under  the  Reinsurance 
contract  is  8%  of  annual  premium.   This  would  include  the  errors  and  omissions 
problems  encountered  by  reinsured  agents  although,  in  actual  fact,  FCIC 
accepts  the  first  92%  of  the  losses  paid  with  the  company  share  deducted  after 
that  point.   This  would  seem  to  establish  a  maximum  limit  also  for  Master 
Marketing  companies  under  current  contracting  provisions  in  order  to  be 
equitable.   Since  policy-  misrepresentation  is  more  likely  to  occur  in  the 
initial  years  of  a  Corporation-Company  relationship,  it  appears  that  a  company 
should  provide  proof  of  8%  of  premium  total  (anticipated  for  the  year)  either 
in  cash  reserves  or  fidelity  insurance.   As  this  is  similar  to  the  rate 
schedule  adopted  by  the  American  Bankers  Association,  it  appears  essentially 
the  same  sliding  scale  could  well  be  adopted  since  annual  premiums  would  tend 
to  Increase  the  longer  a  company  is  under  contract  and  the  risk  of  error  or 
omission  should  reduce  accordingly  as  premium  climbs  and  experience  is  gained. 

The  new  regulation  requiring  certification  of  agents  and  sub-agents  prior  to 
authorizing  them  to  make  sales  presentations  should  also  help  to  limit  any 
abuse  of  the  errors  and  omissions  portion  of  the  contract. 

And,  the  licensing  requirement  to  do  business  in  a  state  also  should  provide 
adequate  knowledge  required  for  general  insurance  purposes  in  casualty  lines. 

Bringing  it  all  together,  it  should  add  up  to  adequate  protection  for  all 
parties  concerned  and  will  go  far  to  assure  the  degree  of  professionalism 
necessary  to  build  adequate  confidence  and  integrity  In  the  all-risk  program. 
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Training  Certification  for  Agents 


This  policy  proposal  has  a  number  of  ramifications  not  only  for  agents  to  be 
certified,  but  upon  the  bulk  of  the  FCIC  permanent  employee  force  which  must 
carry  the  responsibility  for  the  certification  process. 

It  will  not  be  fair  nor  responsive  to  require  agent  certification  if  the  same 
degree  of  professionalism  is  not  required  of  those  who  provide  the  field 
guidance  to  those  agents.   This  means  FCIC  district  directors  and  supervisors, 
and  to  some  degree,  the  FCIC  trained  employees  in  the  ASCS  offices,  must  be 
equally  competent  and  should  in  fact  acquire  a  leadership  role  through  the 
quality  assurance  process.   To  assure  this,  FCIC  trainers  and  field  leaders 
should  be  required,  at  a  minimum,  to  pass  the  same  certification  qualifica- 
tions to  be  required  for  agent  certification. 

I  would  propose  that  an  Agent  Handbook  be  developed  xrith  sectionalized 
Information  similar  to  those  used  In  the  Industry  at  present—  .   This 
handbook  could  easily  be  adapted  to  program  changes  and  new  crop  programs. 
A  plan  of  "mail"  certification — similar  to  college  corresponaence 
courses — could  be  used  as'  an  Interim  measure  prior  to  classroom  and  field 
training. 

A  basic  FCIC  program  information  course  lasting  20  hours  (or  2-1/2  days) 
should  be  developed  separately  and  serve  as  a  prerequisite  for  the  individual 
crop  training.   The  individual  crop  training  also  would  serve  as  an  annual 
"refresher-type"  to  supplement  the  basic  package. 

In  addition,  a  standard  all-risk  sales  technique  package  should  be  offered  on 
a  voluntary  basis  for  those  agents  who  wish  to  supplement  their  professional 
sales  skills  in  this  field.   Attendance  at  the  latter  course  would  be 
voluntary  with  agents  paying  for  materials  and  other  course  expenses. 
Certification  would  be  at  a  higher  level  for  those  who  complete  the  sales 
skills  course  and  would  qualify  them  to  be  agent  advisors  of  some  type. 
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Training  Certification  for  Agents 


Besides  the  basic  20-hour  workshop  training,  a  number  of  specialized  crop 
workshops  would  have  to  be  developed  for  each  crop  being  offered  in  an  agent 
territory.   A  2-hour  session  for  basic  crop  Information  should  be  developed 
with  accompanying  one-hour  "certification"  lessons  for  individualized  crops 
pointing  up  basic  differences  in  a  number  of  areas.   Some  crop  packages  can  be 
grouped  together — such  as  saall  grains — providing  differences  are  not 
sufficient  to  require  individual  attention. 

The  certification  process  Itself  would  require  a  "passing  mark"  on  a  written 
and  graded  test.   Certification  on  the  basic  20-hour  package  should  be  good 
for  a  period  of  three  years  unless  major  program  changes  are  made  (i.e. 
applications,  unit  agreement,  acreage  reports,  lYC,  etc.)  and  individual  crop 
certifications  should  be  renewed  annually  in  order  to  assure  that  all  agents 
are  familiar  with  price  election  changes,  etc.,  that  occur  on  an  annual  basis. 

Agents  would  be  issued  "certificates  of  certification"  of  varying  degrees 
depending  upon  their  Individual  expertise.   This  would  Introduce  a  degree  of 
motivation  into  the  certifying  process  and  provide  incentive  to  those  agents 
who  wish  to  excell  in  the  all-risk  type  of  insurance. 

Following  is  a  suggested  format  for  the  "first  round"  of  certification  train- 
ing to  be  formulated  and  directed  by  the  Marketing  Division  training  staff: 

I.    20-hour  Basic  Course 

First  Day 

2  hours  -   Introduction  to  All-Risk   (Explanation  of  how  all-risk  differs 
from  crop-hail  and  other  forms  of  insurance  including  basic 
actuarial  philosophy,  program  history,  private-federal 
cooperation,  need  for  protection  by  farmers,  etc.) 

4  hours  -   Section-by-Sectlon  Review  of  Basic  All-Risk  Policy  Provisions. 
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Training  Cerclf Ication  for  Agents 


2  hours  -  How  County  Program  Is  Established  (The  A-Z  of  designing, 
establishing  risks,  rating  risks,  establishing  coverages, 
assigning  guarantees,  etc.,  for  a  single  county.) 

Second  Day 

2  hours  -  The  Insurance  Offer   (Explanation  of  Actuarial  foras  which 

constitute  the  guarantee  and  premium  rate,  how  to  read  them, 
how  to  determine  program  guarantees  for  individual  farmers  and 
how  best  to  handle  explaining  them.) 

4  hours  -   Basic  All-Risk  Sales  Techniques   (Explanation  of  how  to 

present  the  program  to  a  farmer  in  the  best  possible  light  to 
encourage  a  sale.) 

2  hours  -  Introduction  to  All-Risk  Insurance  Forms   (Procedure  on  entry 
of  information,  where  to  get  it,  how  to  write  it  in,  etc.) 

Third  Day 

2  hours  -  General  Question  &  Answer  Session   (Explanation  of  contract 

provisions,  where  to  send  forms,  where  to  go  for  information, 
etc.) 

2  hours  -  Certification  Test   (Basic)   (Written  test  requiring  agent  to 
accurately  complete  an  application  form  based  upon  a  sample 
sale  and  to  answer  a  number  of  specific  questions  based  upon 
information  received  at  the  meeting  and  contained  in  handout 
materials.  ) 

II.   Individual  Crop  Certification 

2  hours  -  Basic  provisions  of  all-risk  policy  that  applies  to  all  crops. 
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Training  Certification  for  Agents 


1  hour  -   Information  and  discussion  pertinent  to  the  Individual  crop 
being  considered. 

(This  would  be  a  series  of  1-hour  workshops  with  as  many  as 
necessary  for  each  training  site.)   Workshops  would  run 
simultaneously  throughout  the  day  following  Che  two-hour  basic 
session  with  agents  selecting  those  crops  he/she  wishes  for 
certification. 

U   hours  -  Certification  testing.   (Each  agent  would  take  certification 
test  for  each  crop  he/she  wishes  to  sell.)   Proof  of  certifi- 
cation of  20-hour  basic  requirement  would  be  necessary  in 
order  to  take  tests.   Agent  would  not  be  required  to  attend 
training  sessions  in  order  to  take  test  for  certification. 
However,  if  he/she  fails,  would  have  to  attend  a  training 
session  and  be  retested. 

Scenario:   FCIC  training  team  would  conduct  Basic  Training  at  a  selected  site 
beginning  at  8  a.m.  Monday  through  Noon  on  Wednesday  to  complete 
the  20  hours.   Wednesday  afternoon  would  be  utilized  to  score 
Certification  tests.   From  8-10  a.m.  on  Thursday,  agents  would 
register  for  crop  certification  sessions  which  would  then  run  all 
Thursday  afternoon  and  Friday  morning  for  a  total  of  8  certifica- 
tions possible.   On  Friday  afternoon  the  Certification  testing 
would  be  held.   Any  agent  who  passes  the  Basic  Course  the  first 
part  of  the  week  would  be  allowed  to  attend  the  individual  crop 
sessions.   Those  previously  certified  would  only  have  to  attend  the 
Individual  crop  sessions. 

Completed  crop  certification  tests  and  pre-screened  Basic  tests 
would  be  sent  to  Kansas  City  for  final  grading  and  issuance  of  the 
proper  certification. 
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III.  Standard  All-Risk  Sales  Techniques  Training  -  This  would  be  the  develop- 
ment of  a  20-hour  Professional  Marketing  Skills  package  based  upon  the 
advanced  training  skills  already  established  in  the  PMS  training. 

Course  would  be  conducted  on  a  "volunteer"  basis  based  upon  advance 
indications  provided  by  agents  at  the  Basic  and  Crop  Refresher  courses 
and  by  direct  mail  solicitation.   Whenever  enough  interest  was  Indicated, 
a  course  would  be  conducted  at  a  nearby  central  site.   A  course  fee  to 
cover  materials,  meeting  room,  and  "coffee"  would  be  charged.   Evening 
sessions  featuring  a  motivational  speaker  (preferably  an  insured  farmer) 
could  be  utilized. 

IV.  Other  Marketing  Training  -  Provide-i  on  a  similar  basis  to  #111  as  needed 
or  demanded.   Could  include  such  areas  as: 

1.  Specialized  training  for  Agency  secretaries  (who  handle  forms). 

2.  Promotional  techniques  to  build  business. 

3.  Credit/Crop  Marketing  with  All-Risk  Insurance. 

4.  Community  Public  Relations  and  All-Risk  Insurance. 

5.  Leadership  in  4-H,  Young  Fanner,  or  other  educational  areas. 

6.  Contract  provisions  of  All-Risk  agreements  (for  Agencies  & 
Reinsurance  Companies). 

7.  Advantages  of  All-Risk  Reinsurance  agreements. 

8.  Others  as  identified. 


Footnotes:   —  Agent's  Service,  The  National  Underwriter  Co.,  420  E. 
4th  St.,  Cincinnati,  Ohio  45202 
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The  current  reimbursement  rate  for  loss  adjuster  contractors  varies  consid- 
erably for  different  crops  and  for  differing  geographical  locations  across  the 
country.   A  computer  printout:   "Rates  in  Effect  for  Loss  Agents — 1981," 
spells  out  as  of  March  11,  1982,  the  effective  compensation  for  such  agents  in 
all  FCIC  regions.   Attachment  I  indicates  the  maximum  variation  in  rates  paid 
for  some  selected  crops,  and  following  is  a  typical  illustration  of  rates  paid 
for  adjuster  work  in  the  Indianapolis  FCIC  region: 

i/Unit  Crops 

$40  1st  unit  Wheat,  oats,  sugar  beets,  grain 

il5  succeeding  units  sorghum,  tomatoes  &  barley 

on  same  contract 

i50  1st  unit  Corn  and  soybeans 

$20  succeeding  units 

J40  1st  unit  Grapes 

$20  succeeding  units 

$30  1st  unit  All  crops  where  no  insured  signature 

$10  succeeding  units  required  (i.e. — Corporation  inspections 

such  as  growing  season,  acreage 

reports,  etc.) 

There  is  some  difficulty  in  separating  out  costs  attributable  to  loss 
adjustment  for  the  1981  crop  year.   Varying  figures  of  $35  per  unit,  $66  per 
unit,  and  $75  per  unit  all  have  been  professed  by  our  Kansas  City  official- 
dom.  Because  of  the  lack  of  accounting  systems  established  in  the  computer 
system,  the  most  consistent  cost  figure  is  $35  per  unit  inspected  based  upon  a 
total  of  212,885  units  handled  by  contractors  from  October  1980  to  present  at 
a  cost  of  $7,327,394  in  reimbursements  including  travel  and  incidentals.   The 
other  cost  per  unit  figures  have  been  attributed  to  the  layering  of  WAE 
Supervisor  costs  ($66  per  unit)  and  the  additional  layering  of  District 
Director  and  quality  control  costs  ($78  per  unit).   None  of  these  figures  is 
probably  correct;  however,  the  $35  per  unit  comes  nearest  to  representing 
actual  contractor  costs  and  will  be  used  for  comparison  purposes  in  this 
proposal. 
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The  other  constant  to  be  determined  is  the  number  of  units  each  adjuster  can 
adequately  clear  In  a  standard  8-hour  day.   The  old  "rule  of  thumb"  In  FCIC, 
when  WAE  per  diem  adjusters  were  used  exclusively,  was  a  minimum  of  two  units 
per  day.   Current  reports  based  upon  a  telephone  survey  taken  of  four  FCIC 
field  operations  offices  on  May  4th  indicate  that  three  Inspections  were 
accomplished  on  the  average  during  the  1981  crop  adjustment  season.   These 
regions  were  St.  Paul;  Columbia,  SC;  Raleigh;  and  College  Station.   Most 
agreed  that  adjusters  cleared  more  units  than  three  per  day,  but  many  worked 
from  12  to  14  hours  to  do  so.   With  the  advent  of  digitized  measuring  service 
by  ASCS  (not  used  widely  in  1981  adjustments),  we  believe  the  average  of  three 
units  cleared  per  day  is  conservative. 

However,  using  the  three-per-day  average,  normal  reimbursement  under  existing 
loss  adjuster  contracts  would  be  il05  per  day  (8  hours).   This  is  based  upon 
the  i35  per  unit  average  cost.   If  the  $66  per  unit  cost  figure  is  used,  this 
daily  cost  amounts  to  about  i200.   Private  companies,  primarily  crop-hail;  use 
a  numnber  of  varying  type-s  of  per  diem  adjuster  contracts  most  of  which 
provide  for  a  set  amount  of  daily  per  diem,  actual  expenses  incurred  while  on 
the  job,  and  a  mileage  allowance  for  use  of  personal  car.   One  company,  in 
order  to  gain  exclusive  use  of  agents  or  first  call  upon  services,  goes 
further  and  guarantees  a  base  amount  of  earnings  for  the  adjustment  season. 
Another  company  agrees  to  pay  time-and-a-half  for  time  worked  beyond  8  hours 
per  day  and  for  Saturday  and  Sunday,  but  limits  the  overtime  to  2  hours  each 
weekday,  8  hours  on  Saturday  and  5  hours  on  Sunday.   Reimbursement  is  based 
upon  weekly  vouchers  submitted  by  the  adjuster  to  the  regional  office 
providing  the  assignments. 

George  Bender,  executive  secretary  of  the  National  Crop  Insurance  Association 
(NCIA)  in  Colorado  Springs  reports  that  crop  hail  companies  on  the  average  pay 
about  i55-i65  in  daily  per  diem  expenses.  Hi   or  23^  in  mileage  allowance,  and 
living  costs.   Amounts  vary  by  companies  going  as  high  as  $80  for  experienced 
adjusters.   In  addition,  most  companies  permit  contract  adjusters  to  do  work 
for  competing  companies,  but  this  work  must  be  accounted  for  so  that  double 
pay  and  living  expenses  are  not  collected. 
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Based  upon  the  assumption  that  all-risk  adjusting  is  more  complex  than 
straight  crop-hail  adjustments,  It  is  fair  to  consider  a  compensation  rate  in 
excess  of  the  crop-hail  reimbursement. 

It  appears  that  a  daily  per  diem  rate  of  $80  per  day  for  weekdays  and  il20  per 
day  for  Saturdays,  Sundays  and  Holidays  to  (comply  with  Labor  Standards),  plus 
actual  expenses  where  overnight  lodging  is  required,  and  a  mileage  allowance 
of  20  cents  per  mile,  (coincides  with  present  FCIC  rates)  would  permit 
conpetitiveness  for  qualified  adjusters  and  provide  adequate  compensation  for 
quality  work  performed.   Inherent  in  this  rate  would  be  a  performance 
requirement  of  three  units  cleared  per  day  or  for  each  8  hours  worked.   This 
performance  requirement  should  be  varied  by  crop  and  geographic  location  based 
upon  the  average  size  of  insurance  units,  but  should  never  be  less  than  two 
per  day.   Work  on  Saturdays,  Sundays,  and  Holidays  would  be  conditioned 
primarily  upon  workload  and  whether  the  adjuster  would  draw  living  expenses 
those  days  if  assigned  away  from  home. 

Contracts  would  be  for  a  crop  year  with  the  adjuster  agreeing  to  give  priority 
consideration  to  FCIC  for  services.   Contractors  also  would  agree  to  perform 
assignments  away  from  home.   He/she  would  attend  training/certification 
schools  at  own  expense  except  living  expenses  would  be  provided  If  away  from 
home  by  more  than  60  miles.   Contractor  would  additionally  agree,  if  FCIC  paid 
living  expenses  for  training,  he/she  would  commit  to  a  base  amount  of  v;ork  of 
at  least  20  days  if  called  upon. 

Compensation  for  FCIC  initiated  field  inspections,  acreage  reports,  or  other 
claims/servicing  work  would  be  paid  at  the  same  rate  as  for  loss  adjustment 
services. 

It  is  believed  that  that  this  type  of  compensation,  in  lieu  of  the  unit 
incentive,  will  go  far  toward  resolving  the  compensation  differences  between 
contract  loss  adjusters  and  UAE  supervisors  for  FCIC  who  are  paid  on  an  hourly 
basis  averaging  about  $8.42  per  hour  at  a  Grade  7/  step  4  compensation  rate. 
The  contractor,  based  upon  $80  per  day  for  an  8-hour  day  would  draw  $10.00 
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per  hour  when  working.   However,  the  WAE  Supervisor  would  be  utilized  for  a 
longer  period  of  time  each  year  and  could  handle  much  of  the  regular  inspec- 
tion work  of  a  more  routine  nature  in  a  district.   If  the  loss  load  is 
sufficient  to  ask  contractors  to  work  on  weekends  or  holidays,  it  stands  to 
reason  their  WAE  supervisors  should  be  permitted  to  work  during  the  same 
period  and  draw  time-and-a-half  for  work  beyond  40  hours  per  week.   The  WAE 
supervisor  also  would  be  trained  at  Corporation  expense  and  paid  an  hourly 
wage  during  the  training. 

Based  upon  the  above  recommended  scale,  a  contract  adjuster  could  earn  a 
maximum  of  iAOO  for  a  standard  40-hour  week  and  must  perform  a  minimum  of  15 
inspections  (@  3/day)  for  an  average  cost  to  the  Corporation  of  $27.00  per 
Inspection.   Again,  depending  upon  the  average  size  of  the  Insurance  unit, 
these  performance  standards  could  be  higher  and  the  cost  per  inspection  lower. 
Cost  per  inspection  would  never  be  more  than  $40  based  upon  the  minimum  of  2 
inspections  per  day.   Living  expenses  and  mileage  would  increase  this  somewhat 
for  some  adjusters;  however,  the  total  cost  should  not  exceed  the  current 
cost-per-inspection  nationwide  average. 

In  an  area  where  performance  standards  require  clearance  of  4  units  per  day, 
cost  would  be  $20  per  inspection.   If  the  standard  per  day  was  6  units 
cleared,  the  cost  per  inspection  would  be  about  $13.50. 

Using  the  criteria  of  3  units  per  day  per  contractor,  a  loss  load  of  137,873 
claims  handled  in  1981  as  of  April  26,  1982  (biggest  in  the  Corporation's 
history),  could  be  completed  in  45,667  man  days  or,  based  upon  20  normal 
working  days  in  a  month,  2,283  man  months.   To  put  this  another  way,  2,283 
contract  adjusters  working  8  hours  per  day,  40  hours  per  week,  could  complete 
the  job  in  one  month's  time.   Basic  cost  for  this  service,  not  including  liv- 
ing expenses  or  mileage  reimbursement,  would  be  $3,002,480.   The  $3,002,480 
cost  would  represent  about  1.0  percent  of  the  $374,385,000  total  claims  paid. 
The  addition  of  mileage  allowances  and  living  expenses  might  increage  this  to 
a  1.5  or  2.0  percent  cost. 
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VARIATIONS  IN  LOSS  ADJUSTMENT  RATES 

Crop  Per  Unit  Inspection  Cost 

1st  Unit  Succeeding  Units 


Wheat 

Sugar  Beets 

Corn 

Soybeans 

Potatoes 

Cotcon 

Citrus 

Grain  Sorghum 


HlRh     - 

Low 

80.00 

30.00. 

80.00 

35.00 

80.00 

30.00 

60.00 

35.00 

60.00 

40.00 

80.00 

30.00 

80.00 

50.00 

80.00 

35.00 

HlRh       - 

Low 

30.00 

12.00 

30.00 

12.00 

35.00 

15.00 

30.00 

12.00 

20.00 

15.00 

35.00 

20.00 

30.00 

25.00 

30.00 

12.00 
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Section  508(e)  of  the  Federal  Crop  Insurance  Act,  as  amended  In  1980,  provides 
chat  FCIC  should  require  the  use  of  licensed  agents  and  brokers  in  the 
delivery  of  Its  reinsured  program.   Section  507(c)(3)  specifies  a  similar 
condition  to  the  "maximum  extent  feasible"  under  other  FCIC  delivery  systems. 

Thus,  the  Act  specifically  requests  that  agents  and  brokers,  who  are  used  to 
deliver  all-risk  Insurance,  be  required  to  conform  with  insurance  licensing 
requirements  In  states  where  they  are  writing  all-risk  or  multiple  peril 
Insurance. 

Each  state  establishes  and  controls  its  own  licensing  requirements  and  these 
differ  to  some  extent  as  expressed  in  legal  codes  pertaining  to  each  state. 
For  information  purposes  the  Insurance  coranissioners  for  the  states  of 
Virginia  and  Illinois  were  contacted  for  a  comparison  of  licensing  require- 
ments in  each  state.   This  comparison  follows: 

Individual  Insurance  Agents 


Type  of  Insurance 

Property  &  Casualty  (VA) 
Fire  &  Casualty  i  Motor 
Vehicle  (IL) 


Health  &  Life  (VA) 
Life,  Accident,  Health 
(IL) 


Virginia 

45  hours  training 
given  by  various 
schools/colleges 
fee  or  tuition  paid 
by  student 

Pass  state  exam 

il5  fee 

After  passing  $5 

annual  fee  for  each 

company  agent 

represents 

Annual  renewal  by 
paying  fee 

No  formal  training 


Pass  state  exam 
il5  fee 


Illinois 


No  required  training 


Pass  state  exam  $25  fee 
Must  be  sponsored  by  a 
company 


Annual  renewal  by 
paying  fee 

No  formal  training 


Pass  state  exam 
J25  fee 


To  sell  both  types 
agent  must  pass  both 
tests  and  pay  both  fees 


Must  be  sponsored  by 
a  company 
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Agency,  Association  &  Partnership 

Virginia 

Same  requirement 
as  for  agent 

If  resident  must  be 
chartered  in  Clerk's 
office  of  State 
Corporation 
Commission 

If  non-resident 
must  be  licensed  In 
home  state.   Applies 
to  all  states  except 
Wyoming. 

Sponsored  by  a  company 
or  an  officer  In  a 
Corporation 


Bond  In  the  amount 
required  by  the 
Corporation  Commission 

Stock  Companies:  Must 
maintain  fully  paid-in 
minimum  unimpaired 
capital  of  il  million 
and  surplus  of 
il  million. 

Mutual  Companies:  Must 
maintain  surplus  over 
and  above  liabilities  of 
$800,000.   Trusteed 
surplus  of  $2  million. 

All  companies  must 
deposit  with  state 
Treasurer  iSO.OOO- 
$200,000  In  securities 
for  benefit  first  of 
policyholJers  and  next 
of  general  creditors. 
Bond  with  surety 
approved  In 
Commission  will  be 
In  lieu  of  deposit. 


Illinois 

Same  requirement 
as  for  agent 

After  passing  exam, 

qualified  to  be  agent 
or  broker.   Must  be 
sponsored  by  a  company. 


$1000  surety  bond  or  5% 
of  premium  received  or 
collected  previous  year 
not  to  exceed  $25,000 


No  information 
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While  this  Information  is  at  best  sketchy,  It  appears  that  the  requirement  for 
licensing  of  agents  and  companies  will  not  prohibit  any  master  marketer  from 
complying  within  time  limits  established  for  the  1984  crop  year.   The  provi- 
sions for  property  and  casualty  or  fire  and  casualty  should  be  considered  the 
standard  for  all-risk  purposes. 

In  addition,  the  financial  requirements  for  companies  doing  business  In  the 
various  states  will,  for  the  most  part,  satisfy  the  demand  of  financial 
responsibility  and  to  some  degree  the  cash  flow  necessary  to  do  business. 

It  may  be  necessary  for  companies  to  file  rate  and  coverage  information  for 
approval  by  the  Insurance  commission  in  each  state  similar  to  reinsurance 
companies  even  though  the  FCIC  Act  does  not  make  this  requirement  mandatory. 
It  appears  that  this  would  be  a  condition  of  state  licensing.   The  FCIC 
Actuarial  Division  would  have  to  produce  this  information  on  a  basis  that 
would  permit  each  company  to  comply  with  state  filing  requirements.   This 
could  be  a  limiting  factor  in  expansion  although  some  contract  or  alternate 
arrangement  with  the  Actuarial  Division  could  assure  this  compliance. 

A  copy  of  the  Virginia  Law  Digest  outlining  licensing  requirements  in  the 
state  Is  attached  for  additional  information.   These  requirements  can  vary 
widely  between  states.   (See  Attachment  I) 
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Martindale-Hubbell    Law  Directory,   114th  Annual    Edition,   1982,   Vol.    VIII 

VIRGINIA  LAW  DIGEST 


Revised   for   1982  edition  by 

>Wc -QUIRE.  WOODS  &  BATTLE,  of  the  Charloltesvllle.    Richmond 

Bars. 

*4t2y^V*^*\*' o"^  '■^'S'L*''  official  Code  of  Virginia:    Const,    rcferi    to    Constitution    of    Virginia: 
j^i  IT  /.itVf  i  f'   ,V  °J  Supreme  Court  of  VirclnU  published  In  VoL  2  of  the  Code  of  Vlrclnl*.   P»r- 

J  \l  el  citations  to  the  South  Eastern  Reporter  becla  with  83  Va.) 


Norfollc    and    'WlUlameburc 
refers    to    Constitution    of    Virginia; 


INSURA.NCEI    _ 

Supervised  by  State  Corporation  Commission. 
Commissioner  of  Insurance,  Box  1157,  Richmond, 
Va.  23209. 

GeDeml  PTOTlslon<i. — Insurance  Is  under,  super- 
vision of  State  Corporation  Commission  (12  1-1$; 
33.1-29)  which  may  examine  any  Insurance  com- 
pany In  state  whenever  deemed  expedient  but 
must  examine  every  domestic  company  at  least 
once  in  every  five  years.  (38.1-174).  It  may  ac- 
cept home  state  examination  of  foreign  com- 
pany. (33.1-174).  It  issues  licenses  (33.1-25.  -S5) 
which  must  be  renewed  annually  (38.1-9S)  and 
may  suspend  or  revoke  same  If  company  Is  Insol- 
vent or  has  failed  to  pay  any  final  Judtrment.  tees, 
taxes  or  charges  assessed  against  It  within  50 
days  after  imposition  or  has  violated  any  stata 
law  or  has  notified  Insured  thai  his  automobile 
policy  will  be  cancelled  If  Insured  Institutes  any 
leg^al  action  against  company  to  pursue  any  of 
his  riphts  under  policy  (38.1-99).  Contracts  made 
in  violation  of  state  laws  may  be  enforced  against 
company.  (38.1-344).  Contract  and  plan^  for 
future  hospitalization,  medical,  surgical,  dental 
and  optometric  services  must  be  organized,  con- 
ducted or  offered  In  accordance  with  Code.  (3S.I- 
SIO  et  seq).  Unfair  trade  practices  are  prohib- 
ited (3S.1-4  9  to  -57)  and  state  anti-trust 
provisions  apply  (38.1-5S  to  -62). 

Clas»e«  of  Insurance  are  defined  In  substantial 
accordance  with  New  Tork  definitions.  (23.1-2 
to  -24).  Except  as  to  life  insurance  companies 
which  are  limited  to  transaction  of  life,  annuity, 
accident  and  sickness  Insurance,  and  as  to  title 
Insurance  companies  which  can  transact  no  other 
kind,  any  company  licensed  in  state  can  transact 
any  class  o£  insurance  except  life,  annuity  and 
title  insurance.      (38.1-25). 

Capital  and  Sorpln*  ReqalremcntB. — Every  do- 
mestic and  foreign  stock  company  must  have 
and  maintain  a  fully  paid-in  minimum  unim- 
paired capital  of  at  least  $1,000,000  and  surplus  of 
at  least  $1,000,000.  (38.1-83  to  38.1-90).  Every 
domestic  and  foreign  mutual  company  must  have 
and  maintain  surplus  over  and  above  all  lia- 
bilities of  at  least  1800.000.  (38.1-91  to  -94).  Ev- 
ery alien  stock  and  mutual  company  must  have 
and  maintain  trusteed  surplus  of  at  least  J2.000.- 
000.      (38.1-95.   -96). 


Ajinaol  statement   showing  financial   condition 
.    .-d   of   previous   calendar   year   must    be   filed 
":;■  Mar.  1.      (38.1-159). 
"- -      psit    Requirement*. — Except    those    compa- 

.  .  .-^nsacting  exclusively  ocean  marine  busl- 
'■•'■\.\  ",n  this  state,  domestic  mutual  assess- 
-'■  ■."_'•  Tre  companies,  fraternal  benefit  societies 
■■.V-"-'"l3)   and  except    (In   discretion   of  Commls- 

""-*j  those  Insurance  companies  which  certify  to 
Vr.V.l^ission  that  they  have  $200,000  in  acceptable 
''"■'-ties  on  deposit  with  appropriate  o.licial  of 
'^.-".^  other  state  or  states  for  protection  of  all 
:  .■ '-"voldcrs  (38.1-113).  all  Insurance  companies, 
•,"_iv.'^jj.  or  otherwise,  must  deposit  with  State 
-■-'.a'curer  securities  authorized  for  public  sink- 
.'_'."  'unds  and  for  other  public  funds  in  amount 
--'"■l*"by  Commission  not  less  than  S50.000  nor 
-*''-e  than  $200,000  (3S.1-10S)  for  protection  of 
;"--.'-e  residents  thereof  and  others  owning  prop- 
^-'v  'therein  (38.1-110).  Such  deposits  are  for 
---cfit  first  of  policyholders  and  next  of  general  | 
t-Vd-'ors  who  have  ratable  liens  thereon.  (38. 1- 
■'■■■■)'  Bond  with  surety  approved  by  Commission 
•V»U  be  accepted  instead  of  above  deposit.  (38.1- 
!0'i) 

«iintemente   tn    Appllcatloo. — Statements    of   In- 

•  ■j-cd  In  applications  are  deemed  to  be  repre- 
lent.itlons  and  not  warranties.  No  statement 
"T  application,  or  In  an  aflUdavlt  before  or  after 

-is  may  bar  recovery,  unless  material  to  risk 
-Af-.cn  assumed  and  untrue.      (38.1-336). 

I'ollclcB. — Copies  of  forms  of  policies,  appU- 
cfttlona,  riders  and  endorsements  for  life,  In- 
'strtai  or  group  life,  accident  and  sickness, 
:-'aternal  benefit  and  annuity  Insurance,  together 
^■'th  rate  manuals,  must  be  filed  with  and  ap- 
3-oved  In  writing  by  Commission  before  policy 
5*'ivered  or  Issued  In  state.  (38.1-342.1).  Pro- 
visions In  policies  printed  In  type  smaller  than 
echt  point  or  brevier  (38.1-333),  limiting  actions 
•0  it's  than  one  year  (38.1-341)  and  requiring  that 
contract  be  construed  according  to  laws  of  an- 
other state  or  depriving  state  courts  of  junsdic- 

•  on  (38.1-339)  are  invalid.  Breach  of  warranty 
or  condition  In  contract  Is  not  valid  defense  un- 
l.'3S  breach  existed  at  time  of  loss.  (381-342). 
Except  as  to  title  Insurance  (38.1-725)  binders  of 
t*-mporary  Insurance  may  be  used  for  period  not 
txcfdlng  60  days  pending  Issuance  of  policy 
i;3. 1-332). 


ln!»urable  Interest  Is  defined..  (38.1-329.  -331). 
Beneficiary  need  not  have  Insurable  Interest  In 
life  of  person  who  procures  contract  on  own 
Mfe  (38.1-329).  Insured  must  have  knowledire 
cf  or  consent  to  contract  on  own  life,  except  in 
CISC  of  Insurance  by  husband  or  wife  upon  per- 
•  on  of  the  other  and  In  case  Insured  Is  minor 
dependent  of  person  effecting  contract  or  In 
^hom  such  person  has  insurable  Interest.  (38.1- 
330). 

Provisions  which  must  be  contained  In  poli- 
cies are  set  out  for  accident  and  sickness  (38  I- 
34!*  et  seq).  fire  (38,1-363  et  seq),  liability 
'3?  1-380  et  seq),  legal  services  (38.1-389.4).  life 
(3S  1-390  et  seq.).  Industrial  life  (33.1-410  et  seq.) 
and  group  life   (38.1-424  et  seq.)  Insurance. 

rtntea. — All  rates  must  be  approved  by  Cor- 
P'»rstion  Commission.  (38,1-253).  Individual 
c.-tsurYUy  Insurers  need  not  file  rates  with  Com- 
.ni^slon  If  member  of  or  subscriber  to  rate  service 
rrcanizatton  licensed  pursuant  to  S38. 1-279. 29  et 
■eq  .  which  files  rates.      (38.1-242). 

niMcrimlnotlon. — No  life,  accident  or  health 
company  can  discriminate  between  Individuals 
:f  Fime  class  or  life  expectancy  In  rates  or 
prf-mium  charged,  dividends  payable  or  In  other 
'-•ms  of  contract.  No  insurance  company  can 
^'^f^l5e  to  Insure  or  limit  coverage  available  to 
In-livldual.  or  charge  different  rate  for  such  cov- 
e*ace.  solely  because  of  blindness  or  partial 
.kindness,  except  where  refusal,  etc.  Is  based  on 
.■v  *:u.il  or  reasonably  anticipated  experience. 
(:M-52.7). 

Rehatea  or  other  inducements,  and  agree- 
ments not  expressed  In  the  policy  are  prohibited 
as  To  all  companies,  but  Industrial  companies 
on  weekly  payment  plan  may  allow  caving  of 
ccst  of  collection  to  policyholders  who  pay  di- 
rect, and  life  companies  may  allow  commissions 
t^   employees   on    their   personal    policies.      (38.1- 

LlCe  Inaarnnce. — Policy  cannot  be  Issued  to 
t.^ke  effect  'more  than  six  months  prior  to 
iate  when  application  made.  (33.1-435).  Minor 
r.-'t  under  15  years  of  age  can  contract  for  Insur- 
ance on  own  life  but  permitted  beneficiaries  are 
-mited.      (38.1-436). 

In  an  action  on  policy  of  life  Insurance  sub- 
ject to  the  laws  of  Virginia.  It  Is  no  defense 
that    Insured    committed    suicide    or    was    put    to 

death  by  execution  under  the  law  unless  there 
Is  an  express  provision  In  the  body  of  tho  policy 
limiting  liability  of  Insurer  In  case  the  Insured, 
within  two  years  from  the  date  thereof,  dies  by 
his  own  act;  such  provision  Ij  valid,  but  the  In- 
surer must  return  or  pay  at  least  'he  amount  of 
premiums  paid  on  such  policy.  (3S  1-437).  Ex- 
cept as  to  nonpayment  of  premiums  and.  If  pol- 
icy so  provides,  as  to  disability  and  accidental 
death  benefits,  conteatablllly  period  for  any  life 
pollcv  Is  two  years.  (38. 1-433).  In  case  of  a  mis- 
statement of  age,  the  Insurer  Is  liable  for  only 
amount  which  the  premium  paid  would  have  pur- 
chased at  the  true  age  of  the  Insured.     (38.1-439). 

Unless  policy  provides  otherwise,  or  unless 
taken  out  for  purpose  of  asslgnrntnt.  policy  may 
be  assigned  without  regard  to  insurable  interest. 
(33.1-442).  Beneficiary  of  life  policy  Is  entltlej 
to  proceeds  free  from  claims  of  insured's  creditors 
(38.1-448),  unless  right  to  change  beneficiary  la 
reserved  In  which  case  such  creditors  can  claim 
cash  surrender  value  In  excess  ot  SIO.OOO  (3S.I- 
44  9)  Policies  must  contain  standard  nonfor- 
feiture provisions.  (38. 1-461).  E.^cept  as  to  re- 
Insurance,  group  annuity  purchsised  under  re- 
tirement plan  or  plan  of  deferred  compensation 
established  by  employer  or  employee  organiza- 
tion, any  contract  of  annuity  must  comply  with 
Standard  Nonforfeiture  Law  for  Individual  De- 
ferred  Annuities.      (38.1-470.1). 

ADtomobtle  Liability  loaoronce. — Except  for 
policies  with  primary  purpose  to  supplement 
other  valid  policies,  all  policies  must  carry  un- 
insured motorist  endorsement  undertaking  to  pay 
to  Insured  all  sums  legally  recoverable  as  dam- 
ages from  uninsured  motorist.      (33.1-331). 

l^leos. — The  Mutual  Assurance  Society  has  a 
lien  on  property  insured,  for  quotas  assessed.  If 
It  has  prepared  and  caused  to  be  kept  In  the 
proper  court  clerk's  office  a  book  to  record  such 
Hens,  and  has  caused  to  be  entered  therein  ft 
description  of  the  property,  the  date  and  amount 
of  the  policy  and  to  whom  Issued,  and  the  date 
of   entry.      (43-66). 

Policyholders  and  subordlnatcly  general  credi- 
tors have  a  lien  on  bonds  deposlttd  by  Insurance 
or  guaranty  companies  with  State  Treasurer. 
(38  1-110).  Policyholders  have  a  Hen  for  losses 
prior  to  any  subsequent  claim,  on  assets  of  life 
and  casualty  co-operative  or  assessment  com- 
panies.     (38.1-522.   -545). 


372 


Virginia   Law  Digest  contd. 
IVisurance 


Ac«&ta  and  Brokers. — Agents  and  underwrit- 
ers' agencies  must  be  licensed  by  Slate  Corpora- 
tion Commission.  (38.1-105.  2S.1 -327.33 ).  t^o 
person  may  hold  at  same  time  license  as  property 
and  casualty  insurance  acent  and  as  company 
representative  for  same  or  different  companies. 
(3S. 1-327. 35).  AR-ents  are  licensed  according;  to 
classification.  (38.1-327.35).  Life  and  htaUh  In- 
surance agent  who  Is  Va.  resident  may  obtain 
eeneral  certificate  of  authority  u-hich  permits 
agent  to  submit  business  to  licensed  company 
prior  to  obtaining-  license  for  that  company. 
(38.1-327.32.  -327.33).  Except  as  to  ocean  marine 
Insurance  policy  negotiated  by  licensed  property 
and  casualty  insurance  a^cnt  or  ocean  marine 
Insurance  agent  for  company  not  licensed  in  state 
and  except  as  to  licensed  surplus  lines  brokers, 
any  person  acting  as  agent  for  unlicensed  insur- 
ance company  Is  guilty  of  misdemeanor.  (38  1- 
327.3).  Person  authorized  by  company  to  solicit 
Insurance  Is  deemed  company  ai^cnt.  (38.1-327.1, 
-327.2).  Every  company  must  file  with  Commis- 
sion annually  before  Aug.  1st,  list  of  agents 
whose  licenses  have  not  been  terminated,  sus- 
pended or  revoked  on  or  before  June  30.  and  pay 
$5  license  fee  for  each  such  agent.  Upon  notifi- 
cation by  company  of  termination  of  agent's  con- 
tract. Commission  will  terminate  agent's  license 
to  represent  company.  (38.1-327.36,  -327.41).  No 
lending  Institution,  bank  holding  company  or  any 
subsidiary  or  affiliate  thereof,  doing  business  in 
Va..  or  any  officer  or  employee  of  same,  but  ex- 
cluding any  director,  may  directly  or  Indirectly 
be  licensed  to  sell  insurance  in  any  county  city 
or  town  in  this  State  which  has  population  ex- 
ceeding 5.000   persons.      (38.1-327.10). 

ProcesK  Agent. — Unauthorized  Insurers  Proc- 
ess Act  adopted.  (38.1-63  to  -70).  Service  of 
process  or  notice  upon  foreign  or  alien  company 
doing  business  In  Virginia,  by  mall  or  other- 
wise, can  be  made  upon  the  Clerk  of  Commission. 
(33.1-64). 

Reclprocnl  I&snrnnce. — Reciprocal  or  Intor- 
Inaurance  contracts,  providing  indemnity  against 
any  Insurance  risks  except  life  Insurance  an- 
nuities and  title  Insurance  (3  3.1-690  to  -96) 
may  be  entered  Into  by  an  Individual  or  part-' 
nerahlp  (38  1-692)  and  a  corporation  may  also 
enter     Into     euch     a     contract     (33,1-69  3).       No 

foreign  reciprocal  Insurer  ehall  be  licensed  to 
transact  business  In  this  state  unless  It  (lies 
with  the  Commission  a  certificate  of  the  eu- 
pervlalng  Insurance  official  of  the  state  In  which 
It  Is  organized  that  it  la  authorized  and  Is  ac- 
tively engaged  in  transacting  In  that  state  the 
kind  of  Insurance  It  proposes  to  transact  In  this 
state.  (35.1-6  96).  Specified  reserves  must  be 
maintained  (38.1-705)  and  domestic  or  foreign 
reciprocal  Insurers  must  agree  through  their 
attorney  that  service  of  process  made  on  the 
Secretary  of  Commonwealth  will  be  binding  on 
them  in  suits  In  the  state  arising  from  such 
contracts  (3S. 1-706).  No  person  shall  act  In  this 
state  as  reciprocal  Insurer  without  first  procuring 
license  from  Commission  to  do  so  pursuant  to 
requirements  of  38.1-230  et  seq.  Separate  license 
must  be  procured  for  each  reciprocal  Insurer  rep- 
resented.     (3  8.1-700.1). 

Foreign  and  Allen  Companies. — Companies  of 
Other  states  are  termed  foreign,  and  of  other 
countries,  alien.  (38.1-1).  Each  of  these  must 
obtain  a  certificate  of  authority  to  do  business 
(38. 1-83)  and  must  file  with  Commissioner  a  copy 
of  Its  charter  (3S.1-84),  a  financial  statement 
(33.1-86)  and  must  maintain  In  state  a  registered 
office  and  registered  agent  (13.1-109,  -272).  They 
must  obtain  a  license  from  State  Corporation 
Commission  before  doing  business  (38. 1-85)  In 
addition  to  certificate  required  under  38,1-83.  No 
foreign  insurance  company  shall  be  licensed  un- 
less It  has  paid  capital  stock  of  at  least  51.000,000 
and  surplus  over  and  above  liabilities  of  at  least 
$1,000,000.  (38.1-89).  As  to  Agents  and  Brokers 
see  subhead,  supra.  As  to  Retaliatory  Laws  see 
subhead.  Infra.  Valuations  of  reserves  for  life 
policies  by  home  states  may  be  accepted  in  Vir- 
ginia. (33.1-453).  Each  company  must  file  cer- 
tificate of  authority  to  do  business  from  Its  home 
state.  (3S.1-S9.  -9  5.  -5  29).  Foreign  and  alien 
companies  are  generally  subject  to  applicable 
rules  governing  domestic  companies  by  terms  of 
various  sections  of  code. 

Any  forelgTi  or  alien  company,  not  authorlied 
to  do  business  In  Virginia,  which,  by  mall  or 
otherwise.  Issues  or  delivers  contracts  to  resi- 
dent persons  or  corporations,  or  which  solicits 
applications  for  contracts,  or  collects  premiums 
or  transacts  any  other  Insurance  business.  Is 
deemed  to  have  appointed  the  Clerk  of  the  Com- 
mission as  agent  for  service  of  process.  (38  1- 
64). 

See  also  topic  Injunctions,  subhead  Statutes 
Authorizing  Injunctlppa. 


End 


373 


Premium  Liability 


New  language  for  1983  In  the  contract  for  reinsured  companies  maintains  that 
the  company  must  pay  uncollected  premiums  due  the  Corporation  for  contracts  of 
insurance  written  in  accordance  with  a  schedule  contained  in  an  annual  plan  of 
operation.   Additionally,  the  company  may  defer  payment  of  uncollected 
premiums  until  the  date  established  for  annual  settlement  if  the  company  also 
pays  the  simple  interest  charge  of  1-1/2  percent  per  month  for  each  month  the 
payment  is  deferred. 

This,  in  effect,  makes  the  reinsurance  company  liable  for  any  premiums 
uncollected  and  demands  payment  to  FCIC  at  the  specified  time  plus  any 
interest  due.   Presumably  the  company  would  continue  its  collection  efforts 
with  the  insured  including  interest  cost. 

The  intent  of  the  Corporation  is  to  impart  similar  language  in  the  Master 
Marketing  Agency  contract  of  Insurance  effective  with  Spring  1983  crop  sales 
under  a  revised  agreement. 

It  should  be  pointed  out , that  there  are  two  sets  of  circumstances  involved. 
Under  the  reinsured  contract,  the  company  owns  the  business  and  FCIC  is 
relieved  from  any  collection  effort.   Since  the  liability  for  payment  still 
falls  on  FCIC  for  any  amount  in  excess  of  8  percent  of  premium,  FCIC  has  every 
right  to  expect  the  reinsured  company  to  produce  the  premium. 

However,  the  Corporation  does  not  relinquish  its  rights  to  the  business  in  the 
Master  Marketing  contract  since  all  liability  is  assumed  by  FCIC  when  insur- 
ance attaches.   In  paragraph  12  of  the  agreement,  FCIC  further  agrees  to 
accept  the  responsibility  for  initial  billing  for  premiums  and  clearly  indi- 
cates that  any  premiums  paid  to  the  companies  is  the  property  of  FCIC  by 
establishing  the  method  for  transmitting  these  funds  without  comingling  with 
agency  funds. 

Further,  paragraph  19  of  the  agreement  precludes  the  Agency  from  executing  any 
waiver  or  incurring  any  indebtedness,  either  orally  or  in  writing,  on  behalf 
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of  the  Corporation.   In  subsequent  paragraphs  the  Corporation  agrees  to 
protect  the  Agency  accounts  as  long  as  performance  Is  satisfactory  and  to 
permit  sale  of  the  business,  with  consent  of  the  Corporation.   There  seems  to 
be  no  real  concession  on  the  part  of  the  Corporation  as  to  ownership  of  the 
business. 

Paragraph  8  of  Appendix  II  to  the  agreement  indicates  the  Corporation  will  not 
pay  commission  to  the  Agency  unless  the  "payment  is  fully  earned"  which  refers 
to  the  fact  that  premiums  must  be  paid  before  commissions  are  payable. 

A  number  of  considerations  enter  the  picture  under  the  Agency  agreement: 

1.  The  clause  stating  that  no  commissions  are  payable  unless  payment  is 
fully  earned  constitutes  an  effective  form  of  enforcement  and  incen- 
tive for  the  Agency  to  press  its  collection  efforts. 

2.  A  requirement  that  the  Agency  produce  the  premium  payment  on  its  own 
may  in  fact  relieve  the  Federal  government  from  fuither  collection 
responsibility,  but  may  not  permit  the  company  the  right  to  press 
legal  collection  since  the  debt  by  the  farmer  is  actually  owed  to  the 
Federal  government — in  this  case  FCIC.   In  essence  the  company  could 
be  left  holding  an  uncollectible  debt  with  no  legal  recourse.   This, 
if  substantiated,  probably  would  constitute  an  unenforceable  contract 
provision. 

3.  If  the  company  would  elect  to  pay  premiums  for  its  fanners,  and  those 
payments  were  made  prior  to  the  termination  date  for  indebtedness, 
the  policy  would  automatically  renew  and  the  company  could  be  "stuck" 
for  another  year's  premium  and  the  farmer  with  another  year  of  pro- 
tection he/she  may  not  want. 

4.  There  could  be  considerable  difficulty  in  handling  setoffs  of  these 
debts  via  other  government  programs  especially  if  the  company  is  held 
liable  for  the  premiums.   This  could  administratively  be  expensive 
and  prevent  collection  of  some  debts  which  otherwise  would  have  been 
collected. 
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5.   Should  the  company  pay  the  premium  early  to  avoid  Interest  accrual, 
and  a  subsequent  loss  occur,  there  would  be  a  question  as  to  a  legal 
right  on  the  part  of  the  Corporation  to  deduct  the  premium  from  the 
indemnity  paid  the  farmer  since  the  account  shows  paid.   This  again 
could  leave  companies  holding  the  sack. 

The  legal  questions,  plus  the  administrative  difficulties  likely  to  be 
encountered,  may  make  this  proposition  counter  productive.   It  should  be  given 
a  complete  legal  review  and  time  to  develop  sufficient  administrative  handling 
procedures  prior  to  any  implementation. 

As  a  counter  proposal,  consideration  could  be  provided  in  the  contract  to  the 
effect  that  Agencies,  that  produce  business  that  defaults  in  premium  in  excess 
of  normal  standards  (to  be  determined),  will  be  subject  to  contract  cancella- 
tion due  to  unacceptable  performance  under  paragraph  15.   This  would  establish 
a  contract  performance  standard  which  could  be  enforced  on  an  annual  basis  and 
would  be  applied  equally  to  all  such  contractors. 

The  consistent  collection  standard  achieved  by  FCIC  over  the  years  has  been 
less  than  1/2  of  1  percent  uncollected  premiums  per  year. 
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MARKETING  PROGRAM 


On  April  1,  1982,  the  FCIC  advertising  evaluation  committee  met  in  the  Kansas 
City  office  to  review  the  top  three  advertising/public  relations  firms  bidding 
for  the  1983  FCIC  account.   The  FCIC  committee  was  made  up  of  both  marketing 
and  management  personnel. 

Fifty-eight  (58)  communication  firms  responded  to  our  ad  in  the  Journal.   The 
top  three  that  made  presentations  before  the  committee  were: 

1.  Valentine-Radford  Advertising  -  Kansas  City,  Missouri 

2.  Barickman  Advertising  -  Kansas  City,  Missouri 

3.  Marsteller,  Inc.  -  Chicago,  Illinois 

The  criteria  which  the  organizations  were  evaluated  included  agriculture 
expertise  and  background,  media  expertise,  marketing  analysis,  planning, 
marketing/promotion,  originality,  technique,  cost  consciousness,  location  and 
compatibility. 

The  overall  FCIC  objective  is  to  increase  the  percentage  of  participation  of 
eligible  agricultural  acreage.   This  is  accomplished  through  awareness, 
education,  direct  selling  and  promotion.   According  to  pilot  market  studies 
done  by  all  three  firms,  we  have  achieved  approximately  90  percent  awareness 
of  the  producer  to  the  existence  of  Federal  Crop  Insurance  Corporation  and/or 
All-Risk  Crop  Insurance.   Further  researcn  findings  reveal  that  RE-education 
of  the  producer  to  the  value  and  benefits  of  All-Risk  Crop  Insurance  and 
promotion  is  desperately  needed  to  achieve  our  goal. 

Presently  our  Corporation  is  experiencing  a  difficult  growth  period.   Although 
it  may  not  be  appropriate  to  continue  with  "flashy"  promotional  material  like 
the  present  "Safety  Net"  ad,  it  would  not  be  in  the  Corporation's  best 
interest  to  hide  under  the  covers  either.   The  "Safety-Net"  ad  did  what  it  was 
intended  to  do  -  promote  awareness.   Now  it  is  time  to  take  the  next  step  -  to 
educate,  or  in  our  case,  to  RE-educate  the  American  farmer  about  the  all  new 
All-Risk  Crop  Insurance  program.   Studies  done  by  each  of  the  three 
advertising  firms  concluded  that: 

-  farmers  do  not  understand  the  new  program  - 

farmers  often  think  that  the  premium  cost  is  excessive 

the  yield  coverage  is  low 

they  do  not  understand  the  delivery  by  local  agents 

financial  benefits  are  not  understood  by  farmers  and  lenders 

-  agents  need  to  better  understand  and  promote  the  program 

The  presentation  given  by  Valentine-Radford  Advertising  offered  a  totally 
different  strategy  to  the  current  problems  that  exist  with  FCIC  in  the 
marketplace.   Their  approach  was  conservative,  straight-forward, 
businesslike.   Their  campaign  theme:   If  you  think  you  know  about  crop 
insurance,  we  have  news  for  you.   Good  news.   (Video  Tape) 

I  believe  that  this  type  of  educational  thrust  is  what  is  needed  for  the 
Corporation.   It  will  meet  the  program  objections  raised  by  farmers  with  a 
direct,  conservative,  businesslike  approach  and  will  enhance  the  credltability 
and  buyability  of  All-Risk  Insurance.   Advertising  is  the  only  method  that 
will  guarantee   exposure  of  FCIC  to  the  farmer  through  a  controlled  message. 
For  this  reason,  the  marketing  division  is  proceeding  with  the  program  in  line 
with  the  budgeted  and  appropriated  funds  for  the  '82  fiscal  year. 
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June  21,  1982 
MEMORANDUM 


No.  10 


TO: 
FROM: 


American  Association  of  Crop  Insurers 
Mike  McLeod  and  Diane  Bateman 


MIKE  FELT  MET  WITH  FCIC  OFFICIALS  TO  DISCUSS  1983  REINSURANCE  CONTRACT 

Mike  Felt  met  with  FCIC  Manager  Merritt  Sprague,  Kansas  City's  top 
FCIC  official,  Dean  Mitchell,  Pat  Marshall,  Richard  Bill,  Ray  Fosse, 
Alan  Walter,  and  Ron  MacAdoo  on  June  17,  1982  in  Kansas  City. 

A  decision  was  made  to  pursue  a  variation  of  Ray  Fosse's  proposal 
for  the  1983  reinsurance  contract.   A  committee  was  formed  to  begin 
drafting  a  pceliminary  1983  reinsurance  contract  that  will  replace 
the  draft  that  nad  been  sent  to  reinsurance  companies  by  FCIC.   There 
are  tentative  plans  to  send  copies  of  the  draft  to  those  reinsurance 
companies  who  had  1982  reinsurance  contracts  with  FCIC  as  soon  as 
the  committee's  proposal  is  completed.   However,  the  final  proposal 
must  be  ready  in  time  for  the  next  FCIC  board  meeting  to  be  held 
during  the  third  week  of  July. 

The  members  selected  for  the  committee  to  draft  the  reinsurance 
contract  proposal  are:   Pat  Marshall,  Richard  Bill, 
Alan  Walter,  and  by  unanimous  approval,  Marvin  Totsch,  of  Totsch 
Enterprises  of  Chicago.   Mr.  Totsch  was  not  present  at  the  Kansas 
City  meeting  on  June  17th. 

Mike  Felt  reported  that  discussion  on  the  1983  reinsurance  contract 
centered  around  the  profit  and  loss,  and  money  flow  portions.   Mike 
was  extremely  pleased  and  highly  encouraged  with  the  outcome  of  the 
meeting  because  FCIC  officials  appear  to  be  acting  on  their  promises 
to  work  closely  with  the  private  insurance  industry.   He  said  other 
subjects  of  great  concern  to  AACI  were  discussed  in  detail.   FCIC 
officials  encouraged  Mike  to  continue  to  meet  with  them,  and  to 
continue  to  provide  suggestions  to  help  simplify,  standardize,  and 
streamline  the  program. 


378 


WASHINGTON  STAFF  ACTIVITY 

Washington  staff  met  with  Burleigh  Leonard,  a  White  House  agricultural 
policy  advisor  who  has  a  special  interest  in  the  success  of  the  crop 
insurance  program;  an  agricultural  aide  to  Congressman  Tony  Coehlo 
(D-California) ;  agricultural  aides  to  the  Chairmen  of  the  House  and 
Senate  Agricultural  Subcommittees  that  have  jurisdiction  over  the 
crop  insurance  program;  and.  House  and  Senate  Agricultural  Appropriations 
Subcommittee  aides  who  work  closely  with  the  funding  of  USDA  programs. 
In  addition,  Washington  staff  recently  met  with  other  industry 
representatives  to  continue  their  working  relationship,  and  to  keep 
the  lines  of  communication  open. 

Washington  staff  will  begin  to  educate  Hill  staff  on  the  excellent 
services  provided  by  the  NCIA.   Special  attention  will  be  devoted  to 
loss  adjustment  classes  that  are  held  throughout  the  country  because 
there  is  a  misconception  in  Washington  that  private  insurance  company 
agents  do  not  understand  crop  damage,  or  farming  practices,  as  well 
as  ASCS  county  employees. 

A  brief  summary  of  any  courses  that  are  held  by  your  companies  would 
be  appreciatedt   Please  send  the  summary  to  Diane. 

A  briefing  on  private  industry  agent  training,  similar  to  NCIA's, 
would  be  a  good  topic  for  our  next  seminar  for  Hill  staff  --  which 
is  targeted  for  the  fall  of  this  year. 

USDA  INSPECTOR  GENERAL  REPORT 

Enclosed  is  an  excerpt  from  the  Semiannual  Report  of  the  USDA 
Inspector  General  concerning  the  crop  insurance  program. 

LEGISLATION 

H.  R.  6274  --  The  Farm  Crisis  Act.   The  Farm  Crisis  Act  --  which 
included  a  provision  that  would  have  made  crop  insurance  unavailable 
to  producers  who  did  not  participate  in  set-asides  (newsletter  no.  8)  -- 
was  rejected  by  the  House  Agriculture  Committee. 
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Federal  Crop  Insurance  Corporation 

The  Federal  Crop  Insurance  Corporation  (FCIC)  is  a  %<holly  o%nied  Government 
corporation  created  to  carry  out  provisions  of  the  Federal  Crop  Insurance  Act,  as 
amended. 

The  act  will  eliminate  crop  disaster  provisions  from  Agricultural  Stabilization  and 
Conservation  Service  programs  by  1982,  and  ends  some  restrictive  features  of  prior 
legislation. 

OIG  has  assigned  a  high  priority  to  audit  coverage  of  FCIC  since  Insurance 
premiums/  insurance  in  force,  and  coverage  doubled  in  the  year  following  passage  of 
the  Federal  Crop  Insurance  Act  of  1980.   Premiums  increased  from  $157.6  to  $331.1 
million,  insurance  in  force  from  $3  to  $6  billion,  and  acreage  insured  from  26.6  to 
46.8  million  acres  for  the  1981  crop  year.   Corporation  officials  expect  insurance 
In  force  to  Increase  by  $5  billion  for  the  1983  crop  year  and  area  coverage  by 
another  45.2  million  acres. 

Marketing  Operations 

Based  on  an  audit  of  1981  crop  insurance  marketing  activities,  OIG  recommended  that 
FCIC  enhance  its  application  processing  procedure  and  improve  agent  supervision. 
This  would  result  in  more  effective  handling  of  the  increased  volume  of 
applications  and  in  fewer  errors.   FCIC  corrected  the  situation  by  using  master 
contracting  for  1982  with  re-insurance  agreements  and  agency  sales  and  service 
agreements.   OIG's  audit  of  re-insurance  activities  Is  continuing,  with  initial 
results  reported  to  the  FCIC  chairman. 

OIG  reported  that  the  servicing  association  for  re-insurance  companies  lacked  batch 
control  procedures  to  make  sure  that  source  documents  are  processed  and  that  each 
document  is  processed  only  once.   No  edits  existed  to  Identify  insurees  attempting 
to  insure  the  sane  crop  with  more  than  one  company.   Also,  no  controls  existed  to 
assure  that  losses  would  first  be  credited  to  premium  balances  due.   OIG  noted  also 
that  at  the  time  of  the  review  neither  the  re-insurance  companies  nor  their 
servicing  association  had  historical  information  on  current  policyholders  or 
debtors. 
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OIG  concluded  that  these  weaknesses  can  be  expected  with  an  Interim  system  heavily 
dependent  on  manual  verification  of  data.   FCIC  needs  better  controls  to  prevent 
fraud  and  waste.   FCIC  does  not  believe  that  the  servicing  company  should  control 
the  companies  for  which  It  works,  and  the  companies  eure  not  required  to  use  the 
service.   OIG  believes  that  FCIC,  then,  should  enforce  stronger  controls  over  the 
re-insurance  progreun. 

OIG  audited  the  marketing  sales  application  used  as  a  part  of  FCIC*  automatic  data 
processing  system.   The  audit  disclosed  generally  adequate  controls  for  processing 
marketing  sales  data  in  a  timely,  accurate,  and  complete  manner.   OIG  found, 
however,  that: 

—  Documentation  did  not  comply  fully  with  applicable  requirements. 

—  Error  suspension  rates  Increased  from  7  to  20  percent  because  contract 
agents  were  Incorrectly  completing  source  documents. 

~  The  policy  of  denying  crop  insurance  to  Agricultural  Stabilization  and 
Conservation  Service  debtors  might  not  be  legally  enforceable. 

~  Controls  to  identify  those  debtors  needed  strengthening. 

Corporation  officials  agreed  with  OIG's  recommendation  to  reduce  the  high  error 
Tate  percentage  for  the  marketing  sales  process.   FCIC  reported  recently  that  the 
suspension  ratio  dropped  to  between  2  and  5  percent.   Currently,  FCIC  is: 

—  Using  the  last  five  digits  of  social  security  numbers  as  policyholder 
contract  numbers. 

—  Returning  to  the  multlcrop  document  rather  than  the  single  crop  document 
Xor  processing  new  applications. 

—  Planning  to  implement  an  error  tracking  feature  into  the  marketing  sales 
process  to  better  control  typical  errors. 

FCIC  also  intends  to  comply  with  documentation  standards  as  soon  as  it  has  dealt 
with  personnel  shortages  and  mandatory  program  changes. 

Contract  Service  Operations 

The  OIG  audit  focused  on  the  effectiveness  of  contract  service  operations  at  6  FCIC 
regional  offices  and  about  60  field  locations.   OIG  has  completed  field  work  based 
on  a  statistical  sample  of  1980  loss  claims.   The  error  rate  appears  to  be  in  the 
30-to  35-percent  range.   Tentative  findings  have  been  submitted  for  review  to  FCIC 
regional  directors.   They  have  been  asked  to  comment  on  conditions  that  seem  to 
indicate  weaknesses  or  the  absence  of  controls  to  assure  claims  accuracy.   Also, 
OIG  believes  conditions  indicate  FCIC  could  use  a  system  to  automatically  verify 
computations  of  the  claims  that  contract  loss  adjusters  make  for  services  or  for 
checking  for  duplicate  payments. 
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^"^'^^      Board  Memorandum  No.  89 

Resolution  to  Authorize  Revised  Conunission  Rates  and  Policy 

Determination  for  Master  Marketing  and  Individual  Sales  Agreements 

The  following  is  submitted  for  your  approval  to  authorize  the  Manager  of  the 
Corporation  to  revise  the  commission  rates  and  policy  determination  with 
regard  to  Master  Marketing  and  Individual  Sales  Agreements. 

All  commissions  paid  will  be  based  on  the  base  premium  which  is  the  calculated 
premium  including  subsidy  after  the  adjustment  for  experience  and  any 
reduction  for  hall  and  fire  exclusion  credit  excluding  interest  charges. 

Commissions  will  be  paid  when  the  account  has  been  paid  in  full. 

FCIC  shall  have  responsibility  for  collecting  premiums.   However,  all  Agency 
and  and  Individual  agreements  will  be  evaluated  on  the  basis  of  premium 
collection  ratios  compared  to  the  national  average  as  a  condition  for  renewal. 

Master  Marketing  will  identify  and  Inform  FCIC  of  all  agents  working  for  the 
Master  Marketer. 

There  will  be  no  "Sales  Only"  Agreements  in  the  future. 

New  Policies:  New  policies  are  those  not  in  force  with  the  Corporation,  or  any 

company  or  organization  reinsured  by  the  Corporation,  on  the  same  crop  for  the 

same  entity  the  previous  policy  year.   The  Agency  will  be  compensated  when  the 
account  Is  paid  in  full  according  to  the  following  schedule: 

18%  of  all  new  premium  collected  on  the  first  $10,000  of  base  premium 

Carryover  Policies:   For  those  policies  for  the  same  crop  and  entity  that  were 
in  force  the  previous  year  with  the  Corporation  or  any  company  or  organization 
reinsured  by  the  Corporation,  the  Agency  will  be  compensated  according  to  the 
following  schedule:  . 

1*/ 
13%  of  all  carryover  premium  collected  on  the  first  5^10,000  of  base  premium 

New  follcies:   The  agent  will  be  compensated  according  to  the  following  schedule: 

15%  of  all  new  premium  collected  on  the  first  $10,000  of  base  premium 
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Board  of  Directors 

Carryover  Policies:   The  agent  will  be  compensated  according  to  the  following 
schedule: 

10%  of  all  carryover  premium  collected  on  the  first  $10,000  of  base  premiu 

Commissions  will  be  paid  at  the  established  rate  on  the  first  $10,000  of  base 
premium. 

Commissions  on  policies  exceeding  $10,000  in  base  premium  will  be  reduced  as 
follows  for  the  portion  of  premium  in  excess  of  $10,000: 

$10,000  to  $50,000  base  premium %50 

over  $50,000  base  premium %80 

I  recommend  approval  of  this  resolution  through  the  following: 

RESOLVED,  That  the  Manager  of  t'he  Corporation  be, and  he  is 
hereby,  authorized  to  revise  the  commission  rates  and  policy 
determination  with  respect  to  Master  Marketing  and  Individual 
Sales  Agreements,  as  outlined  in  Board  Memorandum  No.  89,  and 
BE  IT  FURTHER 

RESOLVED,  That  such  authority  as  granted  herein  shall  become 
effective  upon  execution  of  such  agreements. 


MERR^TT  W.  SPRAGU?-^  Q) 
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SUBJECT:   Board  Memorandum  No.  90 
TO     :   Board  of  Directors 


There  is  submitted  for  your  consideration  and  approval  the  proposed 
Standard  Reinsurance  Agreement  for  1983. 

This  proposed  agreement  differs  from  the  previously  approved  1983  . 
agreement  in  that  there  are  major  changes  in  the  formula  for  sharing 
premium  and  loss  as  found  in  Section  III  of  the  agreement. 

In  order  to  achieve  the  primary  objective  of  securing  increased  partici- 
pation by  the  private  insurance  sector,  it  is  necessary  to  amend  the 
current  crop  year  reinsurance  agreement. 

These  proposed  changes  are  consistent  with  the  concept  of  allowing  the 
private  sector  companies  the  opportunity  to  build  a  reserve  for  catastrophic 
losses.   Private  companies  assumption  of  risk  reduces  the  need  for  FCIC 
to  accumulate  a  large  financial  reserve. 

Attached  for  your  information  is  the  revised  reinsurance  agreement  and 
Exhibit  pages  and  a  summary  of  the  reinsurance  agreement  provisions. 

I  recommend  approval  of  the  proposed  reinsurance  agreement  through  the 
following  resolution: 

RESOLVED,  That,  the  revised  Standard  Reinsurance 
Agreement,  submitted  to  the  Board  of  Directors  on 
July  21,  1982,  as  attached  to  Board  Memorandum  No.  90 
be,  and  it  is  hereby  approved. 
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Reinsurance  Contract  Revisions  for  1983 


A  primary  objective  for  FCIC  under  the  legislation  and  In  accordance  with  our 
administration's  policy  Is  to  secure  substantially  Increased  participation  by 
the  private  Insurance  sector. 

The  reinsurance  treaty  promulgated  for  the  current  year  needs  some  revision  to 
better  accomplish  this  objective. 

The  base  rates  currently  In  effect  and  created  by  FCIC  are  Inadequate  In  areas 
representing  a  substantial  share  of  U.  S.  farm  production.   We  will  be 
submitting  some  upward  revisions  for  1983  spring  crops,  but  with  our  time 
constraints  and  with  the  practical  limft  Ve  must  place  on  a  single  year 
Increase,  these  rates  will  still  be  inadequate  for  a  number  of  areas  In  1983. 
This  rate  Inadequacy  contributes  to  the  need  for  revising  the  current 
reinsurance  treaty. 

Our  approach  is  to  hold  the  line  on  the  expense  factor,  and  confine  the 
modifications  to  the  loss  cost  provisions  of  the  treaty.   The  specific  formula 
proposed  for  annual  settlements  is  shown  in  the  first  attached  table.   Exhibit 
1.   Examples  of  results  for  the  company  at  various  loss  ratios  are  shown  in 
the  second  table.  Exhibit  2.   As  indicated,  the  company  would  have  the 
opportunity  to  earn  a  maximum  underwriting  gain  of  11.33  percent  of  premium 
compared  to  the  present  8.0  percent.   FCIC  would  begin  assuming  a  share  of  the 
losses  when  a  loss  ratio  of  95  percent  is  achieved  rather  than  the  current  100 
percent  ratio.   The  company  exposure  to  loss  would  also  be  raised  to  11-1/3 
percent  of  premium  to  maintain  equity. 

The  5  year  settlement  provision  whereby  a  company  could  earn  an  additional  5 
percent  of  premium  would  remain  unchanged,  although  the  likely  results  under 
this  provision  would  be  slightly  lower  than  under  the  current  agreement. 

This  modification  is  an  interim  step  toward  a  more  conventional  reinsurance 
cover.   We  are  continuing  developmental  work  on  a  more  conventional  cover  for 
the  1984  crop  year.   Considerable  study  on  this  subject  will  be  required  due 
to  the  variability  In  loss  ratios  for  crop  insurance,  the  potential  for 
catastrophic  losses,  and  the  unfavorable  loss  experience  achieved  to  date  by 
FCIC. 
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The  results  from  utilizing  the  revised  formula  have  been  analyzed  through  a 
statistical  model.   This  model  simulated  5000  years  of  experience  that 
reflects  past  loss  ratio  variability.   The  expected  gains  or  losses  to  the 
company  depends  heavily  upon  the  average  loss  ratio  for  the  company  and  the 
variability  in  the  loss  ratio.   Exhibit  3  Indicates  the  expected  underwriting 
results  for  the  company  through  annual  settlements,  and  Exhibit  4  indicates 
likely  results  with  the  5-year  settlements  included.   If  a  loss  ratio  averages 
110  percent  for  a  company  over  a  period  of  years  (which  is  FCIC's  approximate 
historical  average)  and  there  is  an  average  amount  of  variability  in  the 
ratio,  the  company  would  receive  an  underwriting  gain  of  approximately  5.1 
percent  of  premium  Including  the  5-year  settlement.   With  an  average  loss 
ratio  of  90  percent,  the  company  would  be  expected  to  gain  8.6  percent. 

Summary  •»  -  *  -  v 

The  proposed  changes  are  consistent  with  the  concept  of  allowing  the  companies 

to  build  a  reserve  for  catastrophic  losses.  Private  company  assumption  of 

risk  reduces  the  need  for  FCIC  to  accumulate  as  great  a  financial  reserve  as 
otherwise  would  be  required. 

Attachments 


EXHIBIT  1  -  Proposed  risk  sharing  terms  compared  to  present 

EXHIBIT  2  -  Risk  Sharing  Results  at  various  loss  ratios 

EXHIBIT  3  -  Expected  company  gains   —   annual  settlements 

EXHIBIT  A  -  Expected  company  gains   —   including  5-year  settlements 

EXHIBIT  5  -  Reinsurance  Agreement  with  proposed  changes 
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EXHIBIT  1 


Reinsurance  Agreement 
Company  Share  of  Annual  Underwriting  Gain  or  Loss 

Current  Agreement 


Loss  ratio 


76  -  100  Company  receives  1/3  of  gain 

less  than  76  Company  receives  a  gain  of  8  percent  of  premium, 

the  amount  earned  at  a  76  percent  loss  ratio 

100  -  160  Company  pays  1/10  of  losses 

160  -  200  Company  loses  6  percent  of  premium  plus  5  percent 

for  portion  of  loss  ratio  over  160  percent 
over  200  Company  loses  8  percent  of  premium 


Proposed  Agreement 

76  -  95  Company  gains  5  percent  of  premium  plus  1/3  of 

gain  for  portion  less  than  95  percent  loss  ratio 

less  than  76  Company  gains  11-1/3  percent  of  premium 

95  -  145  Company  pays  15  percent  of  losses 

145  —  200  Company  loses  2.5  percent  of  premium  plus  10  percent 

of  losses  over  145  percent  of  premium 

200  -  533-1/3  Company  loses  8  percent  of  premium  plus  1  percent  of 

losses  over  200  percent  of  premium 

over  533-1/3  Company  loses  11-1/3  percent  of  premium 
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EXHIBIT  2 


Comparison  of  Current  and  Proposed  Annual  Settlement 
Formulas  for  the  Reinsurance  Agreement 


Loss  Ratio  for  Year  Company  Gain  or  (Loss) 

Current  Agreement  Proposed  Agreement 

—  I-  -  —                              ■         .   ..  ^             ■  ^-                —          

0  8  11.33 

50  8  11.33 

76  8  11,33 

83  5.67  9.00 

94  2.00  5.33 

100  0  4.50 

130  (3.00)  (0.25) 

160  (6.00)  (4.00) 

180  (7.00)  (6.00) 

200  (8.00)  (8.00) 

533-1/3  (8-00)  (11-33) 
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UNDERWRITING  GAIN 
ANNUAL  SETTLEMENTS 


EXHIBIT  3 


ANNUAL 

COEF- 

LOGNORMAL ] 

DISTRIBUTION 

FICIENT 

OF 

EXPECTED 

LOSS  RATIO 

VARIA- 

TION 

9  OX 

100% 

110% 

120% 

130% 

31.11%** 

6.8% 

5.2% 

3.6% 

2.1% 

.1% 

40.00 

6.7 

5.3 

3.9 

2.5 

1.2 

50.00 

6.6 

5.3 

4.1 

2.9 

1.8 

60.00 

6.5 

5.4 

4.3 

3.3 

2.3 

70.00 

6.5 

5.5 

4.5 

3.6 

2,7 

80.00 

5.5 

5.6 

4.7 

3.9 

3.0 

90.00. 

6.5 

5-7   ^  •* 

4.9 

4.1 

3.3 

100.00 

6.6 

5.8 

5.1 

4.3 

3.6 

**1948-1979  FCIC  Country-wide  coefficient  of  variation. 


DISTRIBUTION  FORMULA 


LOSS  RATIO  <  95%  (Percent  Gain) 


5%  plus 

33.3%  of  gain  between  95%  and  76%  loss  ratios 


LOSS  RATIO  >  95%  (Percent  Loss) 


15%  excess  of  95%  loss  ratio  to  145% 
10%  excess  of  145%  loss  ratio  to  200% 
1%  excess  of  200%  loss  ratio  to  533-1/3Z 
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Eipected 
Lose 

Ratio 

9QJ 
100 

no 

120 
130 


EXHIBIT  A 


EXPECTED   UNDERWRITING   CAIN* 


Total    Including   Distribution 


Annual 
Settlements 

C3 -.—  —  .-ii.,, 

of  Five  Year 
Reinsurance  Account** 

6.5? 

8.6% 

5.4 

6.5 

4.3 

5.1 

3.3 

3.7 

2.3 

2.5 

»     AssT=e3  Tznderlying  loss  ratio  has  a  logronal  dlstr-fbution 
with  a  60J  ccefflclent  of  variation. 

»»  Based  en  slsulatlcn  of  1,000  five-year  periods.     Error  is 
less  than  0.35?  at  the  955  confidence  level. 
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EXHIBIT   5 


Changes    from  Previously   Approved    1983    Agreement 

Section   III  -  A 

Major  changes  in  the  formula  for  sharing  premium  and  loss 

Section  VIII  -  C 

Minor  language  change  to  make  consistent  with  new  terminol- 
ogy in  Section  III 


■-  >•* 


Proposed   Agreement   Language   Follows 
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UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 
Federal  Crop  Insurance  Corporation 

STANDARD  REINSURANCE  AGREEMENT 


(Name) 


(Street  or  Mailing  Address) 

(City   and   State) 

SECTION  I.      BUSINESS   REINSURED 


Zip  Code 


Agreement  Number-Tax  I.D. 


Crop  Year  Reinsurance 
Initiated  with  FCIC 


A.  The  Federal  Crop  Insurance  Corporation  (FCIC)  hereby  agrees  to  reinsure 
the  excess  liability  which  may  accrue  to  the  Company  as  a  result  of  losses 
incurred  during  the  period  this  Agreement  is  in  force  under  policies, 
contracts  and  binders  of  multiple-peril  crop  insurance  (hereinafter  called 
"policies")  Issued  or  renewed  on  or  after  the  effective  date  of  this 
Agreement.   This  Agreement  applies  to  the  policies  written  by  the  Company 
listed  on  the  plan  of  operation  as  the  lead  entity  (and  whose  name  is  listed 
on  this  Agreement)  plus  the  policies  written  by  other  companies  listed  on  the 
plan  of  operation  and  reinsured  by  the  lead  entity. 

B.  The  multiple-peril  crop  insurance  subject  to  this  Agreement  shall  be 
written  exclusively  on  policy  forms  and  at  premium  rates  approved  by  FCIC,  and 
the  policies  so  approved  shall  only  be  issued  on  crops  and  in  territories 
authoized  by  FCIC.   Such  policy  forms  shall  provide  coverage  identical  to  the 
coverage  provided  by  FCIC  policies  at  premium  rates  not  less  than  those  used 
by  FCIC. 

C.  The  plan  of  operation  submitted  by  the  Company  and  accepted  by  FCIC  is 
Incorporated  into  this  Agreement,  and  may  be  changed  only  upon  agreement  In 
writing  by  both  parties  except  for  the  maximum  amount  of  book  premium  to  which 
reinsurance  shall  apply,  which  may  be  limited  in  accordance  with  paragraph  D 
of  this  section. 

D.  FCIC  reserves  the  right  to  limit  the  amount  of  book  premium  subject  to 
reinsurance.   The  maximum  amount  of  book  premium  which  can  be  written  by  the 
Company  and  reinsured  by  FCIC  for  the  initial  year  of  this  Agreement  will  be 
indicated  to  the  Company  when  the  Agreement  is  approved  by  FCIC.   For 
subsequent  years,  FCIC  will  notify  the  Company  of  the  maximum  amount  of  book 
premium  to  be  covered  by  reinsurance  for  the  next  crop  year  within  30  days 
after  the  termination  date  for  this  Agreement.   FCIC  may  require  the  Company 
to  report,  in  a  timely  manner  in  advance  of  this  date,  information  on  expected 
carryover  business  and  expected  new  sales  so  as  to  be  able  to  administer  this 
clause.   The  maximum  may  be  raised  by  FCIC  at  a  later  date,  in  which  case 
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notice  vlll  be  given  to  the  Company.   Notwithstanding  any  of  the  above   FCIC'e 
ability  to  sustain  the  Agreement  depends  upon  the  availability  of  funds  and 
all  maxloum  amounts  are  subject  to  reduction  or  cancellation  within  30  days  of 
the  passage  of  FCIC's  Congressional  Appropriation. 

E.  Closing  of  sales  -  FCIC  may  require  the  Company  to  imnediately  refrain 
from  accepting  applications  for  insurance  or  otherwise  accepting  liability 
that  could  affect  the  financial  situation  of  FCIC  if  FCIC  closes  sales  due  to 
adverse  risk  conditions  for  any  geographic  area  or  for  any  crop. 

F.  Refusal  of  risk  -  FCIC  may  require  the  Company  to  notify  it  of  the  name(8) 
and  addressees)  of  any  applicant(8)  refused  insurance  or  cancelled  from 
insurance  subject  to  this  Agreement,  and  the  reasons  for  the  action(8).   The 
Company  will  immediately  comply  with  that  requirement. 

SECTION  II.   COMMENCEMENT  AND  TERMINATION 

A.  This  Agreement  shall  become  effective  upon  signature  of  authorized 
officials  for  both  the  Company  and  FCIC  unless  specified  otherwise  in  the  plan 
of  operation.   FCIC  will  reinsure  only  liability  accepted  on  or  after  the 
effective  date. 

B.  Either  party  may  terminate  this  Agreement  effective  at  the  end  of  the 
current  crop  year  by  giving  notice  to  the  other  party  before  December  1  unless 
the  Company  has  insurance  in  force  with  a  cancellation  date  earlier  than 
December  31,  in  which  case  notification  must  be  not  later  than  April  1.   If 
notice  is  given  after  the  above  dates,  the  termination  shall  take  effect  at 
the  end  of  the  following  crop  year. 

C.  FCIC  may  require  the  Company  to  discontinue  accepting  any  applications  for 
insurance  after  the  notice  of  termination  is  received. 

SECTION  III.   REINSURANCE  SETTLEMENTS 

A.   An  annual  settlement  will  be  made  between  the  Company  and  FCIC  based  upon 
the  loss  ratio  for  the  crop  year,  as  specified  below.   The  loss  ratio  will  be 
computed  to  the  nearest  hundredth  of  a  percent  with  numbers  5  and  above 
rounded  upward  and  numbers  4  and  below  rounded  down  in  calculating  the  nearest 
hundredth  of  a  percent. 

1.  If  the  loss  ratio  is  over  ninety-five  (95)  percent  but  not  over  one 
hundred  forty-five  (1A5)  percent,  the  Company's  share  of  the  loss  is  fifteen 
(15)  percent  of  the  amount  by  which  ultimate  net  losses  exceed  ninety-five 
(95)  percent  of  book  premium,  less  five  (5)  percent  of  book  premium,  or  a 
maximum  of  two  and  one-half  (2.5)  percent  of  book  premium. 

2.  If  the  loss  ratio  is  over  one  hundred  forty-five  (145)  percent  but  not 
over  two  hundred  (200)  percent,  the  Company's  share  of  the  loss  is  two  and 
one-half  (2.5)  percent  of  book  premium  plus  ten  (10)  percent  of  book  premium 
multiplied  by  the  difference  between  the  loss  ratio  percent  and  one  hundred 
forty-five  (145)  percent,  or  a  maximum  of  eight  (8)  percent  of  book  premium. 
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3.   If  the  loss  ratio  Is  over  two  hundred  (200)  percent,  but  not  over  five 
hundred  thirty-three  and  one-third  (533-1/3)  percent,  the  Company's  share  of 
the  loss  Is  eight  (8)  percent  of  book  premium  plus  one  (1)  percent  of  book 
premium  multiplied  by  the  difference  between  the  loss  ratio  percent  and  two 
hundred  (200)  percent,  or  a  maximum  of  eleven  and  one-third  (11-1/3)  percent 
of  book  premium. 

A.   If  the  loss  ratio  exceeds  five  hundred  thirty-three  and  one-third 
(533-1/3)  percent,  the  Company's  share  of  losses  shall  be  eleven  and  one-third 
(11-1/3)  percent  of  book  premium. 

5.  FCIC's  share  of  ultimate  net  losses  (losses  other  than  the  Company's 
share)  shall  be  charged  against  the  Company  reinsurance  account  maintained  by 
FCIC,  which  may  show  a  negative  balance. 

6.  If  the  loss  ratio  Is  ninety-five  (95)  percent  or  less  but  not  less  than 
seventy-six  (76)  percent,  the  Company  share  of  book  premium  shall  be  five  (5) 
percent  of  book  premium  plus  thirty-three  and  one-third  (33-1/3)  percent  of 
book  premium  multiplied  by  the  difference  between  the  loss  ratio  percent  and 
ninety-five  (95)  percent  of  book  premium,  or  a  maximum  of  eleven  and  one-third 
(11-1/3)  percent  of  book  premium.   FCIC's  share  of  premium  shall  be  credited 
to  the  Company  reinsurance  account. 

7.  If  the  loss  ratio  percent  is  less  than  seventy-six  (76)  percent  for  the 
crop  year,  the  Company's  share  of  premium  shall  be  eleven  and  one-third 
(11-1/3)  percent  of  book  premium.   FCIC's  share  of  premium  shall  be  entered 
Into  the  Company  reinsurance  account. 

8.  The  amount  due  either  party  under  this  paragraph  shall  be  payable  upon 
submission  of  the  annual  summary  or  amendments  thereto  for  the  crop  year. 

B.  At  the  end  of  the  extended  period,  the  Company  shall  be  entitled  to  twenty 
(20)  percent  of  the  amount  in  the  Company  reinsurance  account,  but  not  more 
than  five  (5)  percent  of  the  total  book  premium  written  by  the  Company  during 
the  extended  period.   Any  premiums  subject  to  a  surplus  share  agreement  with 
FCIC  (FCIC  share  of  the  surplus)  will  be  excluded  In  computing  the  total 
premium  for  the  extended  period.   If  the  Company  reinsurance  account  has  a 
negative  balance  at  the  end  of  the  extended  period,  the  Company  share  shall  be 
zero.   The  amount  due  shall  be  payable  upon  submission  of  the  annual  summary 
or  amendments  thereto  for  the  last  crop  year  in  the  extended  period. 

C.  If  the  Agreement  is  terminated  by  FCIC,  the  extended  period  shall  be 
considered  to  end  at  the  end  of  the  crop  year  when  terminated  and  the  Company 
shall  be  entitled  to  share  in  any  postive  balances  in  the  Company  reinsurance 
account  according  to  the  provision  in  paragraph  B. 

D.  If  the  Agreement  is  terminated  by  the  Company  to  take  effect  prior  to  the 
end  of  an  extended  period,  the  Company  share  of  any  positive  balance  in  the 
Company  reinsurance  account  will  be  determined  upon  the  basis  of  the  following 
short  term  cancellation  clause  after  any  distribution  for  the  final  year  of 
the  Agreement  is  made  in  accordance  with  paragraph  A  of  this  section.   The 
formula  specified  In  paragraph  B  of  this  section  will  be  computed.   The 
Company  will  be  entitled  to  an  amount  equal  to: 
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1.  Twenty  (20)  percent  of  the  computed  amount  If  the  tenalnatlon  takes 
effect  after  the  first  year  of  an  extended  period; 

2.  Forty  (40)  percent  of  the  computed  amount  If  the  termination  takes 
effect  after  the  second  year  of  an  extended  period; 

3.  Sixty  (60)  percent  of  the  computed  amount  If  the  termination  takes 
effect  after  the  third  year  of  an  extended  period;  or 

4.  Eighty  (80)  percent  of  the  computed  amount  if  the  termination  takes 
effect  after  the  fourth  year  of  an  extended  period. 

SECTION  IV  EXPENSE  REIMBURSEMENT 

A.  FCIC  shall  provide  the  Company  an  operating  and  administrative  expense 
reimbursement  allowance  equal  to  22  percent  of  the  Company's  earned  book 
premium  on  the  policies  covered  by  this  Agreement  for  Company  operating  and 
agent  commission  expenses.   An  additional  reimbursement  of  5  percent  of  the 
book  premium  earned  will  be  provided  for  new  policies  issued  and  for  crops 
added  to  an  existing  policy,  for  the  purpose  of  covering  the  additional 
expense  of  selling  a  policy  for  the  Initial  year  of  insurance.   This 
additional  reimbursement  shall  not  be  applicable  to  any  policy  for  which  the 
crop  was  insured  the  previous  year  under  a  multiple-peril  policy  Issued  by 
another  company  reinsured  by  FCIC  or  Issued  by  the  Federal   Crop  Insurance 
Corporation.   FCIC  will  also  reimburse  the  Company  A  percent  of  book  premium 
earned  and  3  percent  of  ultimate  net  losses  for  direct  loss  adjustment 
expenses. 

B  It  is  expressly  agreed  that  FCIC  shall  not  be  liable  for  any  dividends, 
commissions  or  taxes,  or  any  board,  exchange  or  bureau  assessments,  or  any 
other  expenses  of  whatever  nature  incurred  by  the  Company,  except  the  expense 
reimbursement  provided  in  this  section. 

C.  The  expense  reimbursement  shall  be  due  and  payable  in  accordance  with  the 
following  schedule: 

1.  Reimbursement  in  the  amount  of  12  percent  of  earned  book  premium  for 
company  operating  expenses  and  4  percent  of  earned  book  premium  for  loss 
adjustment  expenses  upon  submission  by  the  Company  to  FCIC  of  the  first 
monthly  report  following  submission  of  the  annual  acreage  report  by  the 
Insured  (see  Section  VII,  A). 

2.  Reimbursement  in  the  amount  of  10  percent  of  earned  book  premium  and 
the  additional  5  percent  of  earned  book  premium  for  new  policies  or  crops 
added  to  an  existing  policy  (as  specl-ied  in  paragraph  A  of  this  section) 
shall  be  due  upon  submission  of  the  first  monthly  report  following 
payment  of  premium  by  the  insured  or  upon  payment  of  premium  to  FCIC  by 
the  Company.   Deduction  of  premium  from  any  indemnity  due  the  Insured 
under  policies  covered  by  this  agreement  shall  be  considered  premium 
payment  under  this  paragraph. 
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3.  Lobs  adjustment  relmbursenient  In  the  amount  of  3  percent  of  ultimate 
net  losses  paid  under  this  agreement  shall  be  due  upon  submission  of  the 
next  monthly  report  following  payment  of  the  losses  by  the  company  to  its 
insured. 

SECTION  V.   APPLICABILITY  OF  PREMIUM  SUBSIDY 

FCIC  shall  pay  a  portion  of  each  producer's  premiums  on  the  policies  reinsured 
by  this  Agreement  as  authorized  by  the  Federal  Crop  Insurance  Act  of  1980. 
Any  restrictions  or  conditions  on  eligibility  for  subsidy  imposed  on  producers 
insured  directly  by  the  Federal  Crop  Insurance  Corporation  shall  apply  to  this 
Agreement.  The  subsidy  shall  be  considered  as  premium  remitted  to  the  Company 
and  further  remitted  from  the  Company  to  FCIC  upon  submission  of  the  annual 
report  or  amendments  thereto  for  the  crop  year  the  subsidy  is  due. 

SECTION  VI.   HAIL  AND  FIRE  EXCLUSION 

The  Company  shall  provide  the  Insured  the  option  of  deleting  the  perils  of 
hail  and  fire  from  the  policies  covered  by  this  Agreement,  as  authorized  by 
the  Federal  Crop  Insurance  Act  of  1980.   A  premium  credit  for  the  deletion  of 
hail  and  fire  coverages  shall  be  provided  In  the  rates  approved  by  FCIC.   Any 
hail  and/or  fire  losses  to  crops  insured  under  policies  from  which  hail  and 
fire  coverages  have  been  deleted  shall  not  be  subject  to  coverage  under  this 
Agreement.   The  liability  of  the  Company  on  such  policies.  If  hall  and/or  fire 
losses  are  paid,  will  be  reduced  according  to  provisions  in  the  policy  issued 
to  the  insured,  as  approved  by  FCIC. 

SECTION  VII.   REPORTS 

A.   Within  15  days  after  the  end  of  each  month  the  Agreement  is  in  force,  and 
on  forms  mutually  acceptable,  the  Company  shall  report  to  FCIC  the  following 
statistics  on  the  reinsured  policies  as  of  the  end  of  the  previous  month  (end 
of  month  report): 

1.  Sales  of  crop  Insurance  policies  with  separate  totals  for  new  policies 
for  which  the  higher  reimbursement  allowance  is  applicable; 

2.  Cancellations  of  Insurance  contracts; 

3.  The  known  amount  of  book,  premiums  earned  for  the  crop  year; 

A.  The  portion  of  producer  premium  paid  or  payable  by  FCIC  (subsidy)  for  the 
crop  year  as  provided  in  Section  V; 

5.  The  expense  reimbursement  allowance  earned  for  the  crop  year  as  provided 
in  Section  IV;  and 

6.  Ultimate  net  losses  paid  to  the  insured  and  premiums  collected  from  the 
insured. 

The  Company  may,  at  its  option  if  loss  volume  warrants,  make  a  report 
Indicating  the  above  as  of  the  middle  of  each  month  (referred  to  as  an  Interim 
report). 
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B.  Not  later  than  April  15  of  the  calendar  year  following  the  crop  year  under 
consideration,  the  Coapany  shall  prepare  and  forward  to  FCIC  an  annual  summary 
setting  forth  the  information  necessary  to  make  a  settlement  for  the  year. 

The  information  will  be  on  forms  mutually  acceptable  to  both  parties  to  this 
Agreement  and  contain  all  Information  required  by  FCIC. 

C.  The  Company  shall  submit  an  annual  summary  of  experience  for  each  Insured 
In  accordance  with  forms  and  at  such  time  as  mutually  agreed  to  by  both 
parties  to  this  Agreement. 

SECTION  VIII.   RETAINED  LIABILITY  AND  OTHER  REINSURANCE 

A.  This  Agreement  shall  apply  only  to  that  portion  of  any  Insurance  which  the 
Company  retains  net  for  its  own  account  (except  for  other  reinsurance 
permitted  in  paragraphs  B  and  C  of  this  section),  and  in  calculating  the 
amount  of  any  loss  hereunder  and  also  in  computing  the  amount  on  which  this 
Agreement  attaches,  only  loss  or  losses  in  respect  to  that  portion  of  any 
Insurance  which  the  Company  retains  net  for  its  own  account  shall  be 
Included.   It  is,  however,  understood  and  agreed  that  the  amount  of  FCIC's 
liability  hereunder  with  respect  to  any  loss  or  losses  shall  not  be  increased 
by  reason  of  the  inability  of  the  Company  to  collect  from  any  other 
reinsurers,  whether  specific  or  general,  any  amounts  which  may  have  come  due 
from  them,  whether  such  inability  arises  from  the  Insolvency  of  such  other 
reinsurers  or  otherwise. 

B.  The  Company  shall  have  the  right  to  reinsure  the  policies  covered 
hereunder  on  a  pro  rata  basis,  and  if  It  is  agreed  that  such  reinsurance  is 
maintained  by  the  Company,  recoveries  thereunder  shall  inure  solely  to  the 
benefit  of  the  Company  and  be  totally  disregarded  for  purposes  of  applying  all 
the  provisions  of  this  Contract,  including,  but  not  by  way  of  limitation,  the 
provisions  of  Sections  III,  IV,  and  V.   If  the  Company  utilizes  other 
reinsurance,  such  provisions  will  be  specified  in  the  plan  of  operation  or 
amendments  thereto. 

C.  FCIC  may  offer  the  Company  surplus  reinsurance  as  a  supplement  to  this 
agreement.   Such  reinsurance  terms  will  be  specified  in  Amendment  I  to  this 
Agreement.   Liability  assumed  by  FCIC  under  the  surplus  agreement  will  be 
considered  the  same  as  that  written  through  the  provisions  of  this  Standard 
Agreement  except  with  respect  to  the  distribution  of  premium  and  ultimate  net 
losses,  including  but  not  limited  to  expense  reimbursement  and  premium 
subsidy.   Any  premium  or  ultimate  net  losses  that  accrue  to  FCIC  as  a  result 
of  the  surplus  agreement  shall  not  be  entered  into  the  Company  reinsurance 
account. 

SECTION  IX.   INSOLVENCY 

A.   In  the  event  of  Insolvency  of  the  Company,  this  reinsurance  shall  be 
payable  directly  to  the  Company  or  to  its  liquidator,  receiver,  conservator  or 
statutory  successor  on  the  basis  of  the  liability  of  the  Company  without 
diminution  because  of  the  insolvency  of  the  Company  or  because  the  liquidator, 
receiver,  conservator  or  statutory  successor  of  the  Company  has  failed  to  pay 
all  or  a  portion  of  any  claim.   It  is  agreed,  however,  that  the  liquidator. 
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receiver,  conBervator  or  statutory  successor  of  the  Company  shall  give  written 
notice  to  FCIC  of  the  pendency  of  a  claim  against  the  Company  Indicating  the 
policy  reinsured  which  claim  would  Involve  a  possible  liability  on  the  part  of 
FCIC  within  a  reasonable  time  after  such  claim  Is  filed  In  the  conservation  or 
liquidation  proceeding  or  in  the  receivership,  and  that  during  the  pendency  of 
such  claim,  FCIC  may  Investigate  such  claim  and  Interpose,  at  its  own  expense. 
In  the  proceeding  where  such  claim  Is  to  be  adjudicated,  any  defense  or 
defenses  that  It  may  deem  available  to  the  Company  or  Its  liquidator, 
receiver,  conservator  or  statutory  successor.   The  expense  thus  Incurred  by 
FCIC  shall  be  chargeable  against  the  Company  as  part  of  the  expense  of 
conservation  or  liquidation  to  the  extent  of  a  pro  rata  share  of  the  benefit 
which  may  accrue  to  the  Company  solely  as  a  result  of  the  defense  undertaken 
by  FCIC. 

Insolvency  of  one  party  in  a  multi-party  plan  of  operation  will  not  affect  the 
liability  of  any  of  the  other  parties  under  this  contract  or  under  any  other 
agreements  or  guarantees  between  the  parties  necessary  for  the  performance  of 
this  agreement. 

B.   It  is  further  understood  and  agreed  that,  in  the  event  of  the  Insolvency 
of  the  Company,  the  reinsurance  under  this  Agreement  shall  be  payable  directly 
by  FCIC  to  the  Company  or  to  its  liquidator,  receiver  or  statutory  successor 
except  (a)  where  the  Agreement  specifically  provides  another  payee  of  such 
reinsurance  In  the  event  of  the  Insolvency  of  the  Company  or  (b)  where  FCIC 
with  the  consent  of  the  direct  insured  or  insureds  has  assumed  such  policy 
obligations  of  the  Company  as  direct  obligations  of  FCIC  to  the  payees  under 
such  policies  and  in  substitution  for  the  obligations  of  the  Company  to  such 
payees. 

SECTION  X.   ARBITRATION 

If  any  misunderstanding  or  dispute  arises  between  the  Company  and  FCIC  with 
reference  to  the  amount  of  premium  due,  the  amount  of  loss,  the  amount  of 
expense  reimbursement,  or  to  any  other  factual  issue  under  any  provisions  of 
this  Agreement,  other  than  as  to  legal  liability  or  interpretation  of  law 
such  misunderstanding  or  dispute  may  be  submitted  to  arbitration  for  a 
determination  which  shall  be  binding  only  upon  approval  by  FCIC.   The  Company 
and  FCIC  may  agree  on  and  appoint  an  arbitrator  who  shall  investigate  the 
subject  of  the  misunderstanding  or  dispute  and  make  a  determination.   If  the 
Company  and  FCIC  cannot  agree  on  the  appointment  of  an  arbitrator,  then  two 
arbitrators  shall  be  appointed,  one  to  be  chosen  by  the  Company  and  one  by 
FCIC. 

The  two  arbitrators  so  chosen.  If  they  are  unable  to  reach  an  agreement   shall 
select  a  third  arbitrator  who  shall  act  as  umpire,  and  such  umpire's 
determination  shall  become  final  only  upon  approval  by  FCIC. 

The  Company  and  FCIC  shall  bear  equally  all  expenses  of  the  arbitration. 
Findings,  proposed  awards,  and  determinations  resulting  from  arbitration 
proceedings  carried  out  under  this  section  shall  upon  objection  by  FCIC  or  the 
Company,  be  inadmissible  as  evidence  In  any  subsequent  proceedings  in  any 
court  or  competent  jurisdiction. 
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SECTION  XI.   ACCESS  TO  BOOKS  AND  RECORDS 

FCIC  and  the  Comptroller  General  of  the  United  States,  or  their  duly 
authorized  representatives,  shall  have  access  for  the  purpose  of 
Investigation,  audit,  and  examination  to  any  books,  documents,  papers  and 
records  of  the  Company  that  are  pertinent  to  the  business  reinsured  under  this 
Agreement.   The  Company  shall  keep  records  which  fully  disclose  all  matters 
pertinent  to  the  business  reinsured.  Including  premiums  and  claims  paid  or 
payable  under  this  Agreement.   Records  relating  to  premiums  shall  be  retained 
and  available  for  three  (3)  years  after  final  adjustment  of  premiums,  and  to 
reinsurance  claims  three  (3)  years  after  final  adjustment  of  such  claims. 

SECTION  XII.   ERRORS  AND  OHISSIONS 

Inadvertent  delays,  errors  or  omissions  made  in  connection  with  this  Agreement 
or  any  transaction  hereunder  shall  not  relieve  either  party  from  any  liability 
which  would  have  attached  had  such  delay,  error  or  omission  not  occureed, 
provided  that  such  error  or  ommlsslon  is  rectified  as  soon  as  possible  after 
discovery.  •         -^  v« . 

SECTION  XIII.   SALVAGE  AND  RECOVERIES 

With  respect  to  any  salvage  or  recovery  in  connection  with  any  loss  hereunder 
received  subsequent  to  the  payment  of  such  loss,  the  loss  shall  be  reflgured 
on  the  basis  on  which  it  would  have  been  settled  had  the  amount  of  salvage  or 
recovery  been  known  at  the  time  the  loss  hereunder  was  originally  determined. 
Any  amounts  thus  found  to  be  due  FCIC  shall  be  immediately  paid  to  FCIC  by  the 
Company. 

SECTION  XIV.   REMITTANCES 

A.   FCIC  shall  pay  the  Company  the  balance  equal  to  the  following  after 
submission  of  each  end  of  month  or  Interim  report: 

1.  Losses  paid  by  the  Company  for  the  crop  year  (loss  advances)  until  a  loss 
ratio  of  100  percent  for  the  Company  has  been  reached  at  which  time  the 
payment  shall  be  92  percent  of  the  amount  by  which  ultimate  net  losses 
paid  exceed  earned  book  premium;  less 

2.  Net  prior  loss  advances  during  the  crop  year;  less 

3.  Cash  premiums  collected  by  the  Company  for  the  crop  year;  less 

4.  Any  other  premiums  payable  by  the  insured  in  accordance  with  paragraph  B 
of  this  section;  plus 

5.  Dnremltted  amount  due  to  date  for  operating  and  loss  adjustment 
reimbursements  as  specified  In  Section  IV;  less 

6.  Any  Interest  charges  due  and  payable  to  FCIC;  less 

7.  Any  other  amount  payable  by  the  Company  to  FCIC. 
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B.  Any  earned  book  premium  not  reported  as  collected  under  paragraph  A-3 
(above),  excluding  that  portion  payable  by  FCIC  under  Section  V,  shall  be  due 
and  payable  to  FCIC  In  accordance  with  a  schedule  submitted  as  part  of  the 
approved  plan  of  operation  specifying  dates  by  crop  and  geographic  location. 
The  Company  may,  at  its  option,  defer  payment  on  any  premium  subject  to  this 
agreement  uncollected  from  its  insured  until  submission  of  the  monthly  report 
following  receipt  by  the  Company  of  any  premiums  but  not  later  than  the  date 
established  for  the  annual  summary  under  this  agreement  (Section  VII  -  B),  in 
consideration  for  a  simple  Interest  charge  of  1  1/2  percentum  per  month  or 
portion  of  any  month  that  this  payment  is  deferred.   The  interest  shall  be  due 
and  payable  to  FCIC  on  any  premium  at  the  time  the  premium  is  paid  to  FCIC. 

C.  FCIC  shall  pay  the  Company  any  balance  due  the  Company  within  15  days 
after  submission  of  an  end  of  month.  Interim,  or  annual  summaty  report  or 
amendment  thereto. 

D.  If  the  end  of  month,  interim,  annual  summary  report  or  amended  annual 
summary  report  shows  a  balance  due  FCIC,  the  amount  shown  shall  be  remitted 
with  the  report. 

E.  FCIC  retains  a  claim  on  any  premiums  outstanding  to  the  Company  from  their 
Insureds  on  the  policies  of  insurance  covered  under  this  Agreement  to  offset 
advance  loss  payments  to  the  Company.   The  Company  shall  not  encumber  FCIC's 
claim  on  balances  due  from  the  Insureds  through  pledging  as  collateral  on  debt 
or  other  obligations  of  the  Company,  except  the  company  may  pledge  premiums 
outstanding  as  collateral  in  any  amount  equal  to  the  amount  by  which  loss 
payments  exceed  the  sum  of  premiums  collected  plus  loss  advances  from  FCIC. 

SECTION  XV.   MISCELLANEODS  CLAUSES 

A.  No  Member  of  or  Delegate  to  Congress,  or  Resident  Commissioner,  shall  be 
admitted  to  any  share  or  part  of  this  Agreement,  or  to  any  benefit  that  may 
arise  therefrom;  but  this  provision  shall  not  be  construed  to  extend  to  this 
Agreement  If  made  with  a  corporation  for  Its  general  benefit. 

B.  The  Company  will  not  discriminate  against  any  employee,  applicant  for 
employment.  Insured  or  applicant  for  insurance  because  of  race,  color, 
religion,  sex,  age,  handicap,  marital  status  or  national  origin. 

C.  The  lead  entity  is  a  guarantor  of  any  or  all  obligations  to  FCIC  that  may 
arise  out  of  this  Agreement.   If  more  than  one  legal  entity  is  designated  as 
the  lead  entity,  all  shall  be  jointly  and  severally  liable  to  FCIC  under  this 
agreement. 

D.  Upon  execution  by  the  Company  and  acceptance  by  FCIC,  this  agreement 
replaces  and  supercedes  any  previous  reinsurance  agreement  between  FCIC  and 
the  Company.   The  extended  period  under  this  agreement  will  terminate  when  It 
would  have  terminated  under  the  previous  agreement.   Terms  of  the  previous 
agreement  are  unchanged  and  terms  of  this  agreement  will  not  be  given 
retroactive  effect.   However,  the  Company  Reinsurance  Account  will  contain  the 
balance  existing  from  the  prior  agreement.   All  distributions  at  the  end  of 
the  extended  period  will  be  in  accordance  with  this  new  agreement. 

E.  Either  party  may  propose  amendments  to  this  agreement  at  any  time. 
Proposed  amendments  should  be  submitted  so  as  to  allow  sufficient  time  for 
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study  and  good  faith  negotiation  prior  to  the  temilnatlon  dates  contained  In 
paragraph  B  of  Section  II. 

SECTION  XVI.   SALES  BY  AGENTS 

The  Company  shall  sell  the  policies  covered  under  this  Agreement  through 
licensed  agents  or  brokers. 

SECTION  XVII.   LOSS  ABJUSTMENT 

A.  The  Company  shall  utilize  loss  adjustment  procedures  and  methods 
consistent  with  those  utilized  by  FCIC.   FCIC  may,  at  Its  own  expense 
cooperate  with  the  Company  In  the  adjustment  of  claims. 

B.  FCIC  may  require  the  Company  to  utilize  an  approved  program  for  training 
and  certifying  loss  adjusters.   The  Company  program  must  be  approved  either  by 
FCIC  or  by  an  organization  accepted  by  FCIC  to  grant  such  approval.   FCIC  may 
put  this  clause  into  effect  for  any  crop  year  by  giving  written  notice  to  the 
Company  prior  to  February  1  of  such  crop  year. 

*  V 

C.  FCIC  has  the  right  to  participate  In  any  action  brought  against  the 
Company  or  any  of  its  agents  with  respect  to  any  policies  reinsured  under  this 
Agreement. 

D.  The  Company  agrees  to  hold  FCIC  harmless  for  any  loss  FCIC  may  incur  as  a 
result  of  the  Company's  conduct  in  the  investigation,  negotiation,  defense  or 
handling  of  any  claim  or  suit  or  in  any  dealing  with  its  policyholder. 

SECTION  XVIII.   DEFINITIONS 

As  used  in  this  Agreement  the  term  — 

1.  "Loss  ratio"   means  the  percentage  computed  by  dividing  the  amount  of 
ultimate  net  losses  for  the  reinsurance  period  by  the  book  premium  for 
the  reinsurance  period,  the  result  multiplied  by  100. 

2.  "Book  premium"  means  gross  premiums  earned  by  the  Company  on  the  policies 
reinsured  under  the  Agreement  including  the  portion  of  producer  premium 
subsidy  paid  or  due  from  FCIC  or  other  Governments  in  accordance  with 
Section  V. 

3.  "Crop  year"  means  the  calendar  year  within  which  the  crops  insured  by  the 
policies  reinsured  hereunder  are  normally  harvested  or  mature  for  harvest. 

4.  "Ultimate  net  loss"  means  the  sum  or  sums  (excluding  litigation  expenses 
and  all  allocated  and  unallocated  loss  adjustment  expenses  incurred  by  or 
on  behalf  of  the  Company)  paid  or  payable  by  the  Company  on  insurance 
retained  for  its  own  account  (see  Section  VIII  -  A)  in  settlement  of 
claims  and  in  satisfaction  of  judgments  rendered  on  account  of  such 
claims,  after  deduction  of  all  salvage  and  all  recoveries.   Liability  of 
FCIC  for  any  damages  assessed  against  the  Company  arising  out  of  its 
conduct  in  the  investigation,  negotiation,  defense,  or  handling  of  any 
claims  or  suits  or  in  any  dealings  with  its  policyholders  is  specifically 
excluded  under  this  Agreement.   Nothing  herein  shall  be  construed  to  mean 
that  losses  under  this  Agreement  are  not  recoverable  until  the  Company's 
ultimate  net  loss  has  been  ascertained,  it  being  understood  and  agreed 
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that  salvage  recovered  and/or  recoveries  received  by  the  Company  after  a  lose 
settlement  hereunder  shall  be  applied  as  If  recovered  or  received  before  the 
said  settlement,  and  all  necessary  adjustments  shall  be  made  by  the  parties 
hereto. 

5.  "Incurred"  as  applied  to  ultimate  net  losses  Incurred  and  to  losses 
Incurred  shall  mean  losses  happening  to  crops  for  the  crop  year  under 
consideration. 

6.  "Company"  means  the  party  or  parties  Indicated  In  Item  Number  1  of  the 
plan  of  operation  who  will  participate  In  writing  the  reinsured 
policies.   At  least  one  of  the  parties  must  be  a  finn  authorized  to 
engage  In  the  crop  Insurance  business  under  the  laws  of  the  states  In 
which  the  Insurance  Is  to  be  written.   If  more  than  one  legal  entity  Is 
Involved,  one  or  more  must  be  designated  in  the  plan  of  operation  as  lead 
entlty(les) . 

7.  "Lead  entity"  means  the  party(Ies)  designated  in  the  plan  of  operation  to 
serve  as  guarantor  for  all  the  Company  obligations  to  FCIC  under  this 
agreement. 

8.  "Extended  period"  means  the  period  of  time  encompassing  five  crop  years 
beginning  with  the  crop  year  for  which  this  Agreement  Is  Initiated  and 
Including  the  next  four  crop  years  with  subsequent  periods  running  from 
the  expiration  of  an  extended  period  through  five  crop  years.   If  the 
Agreement  is  terminated  by  FCIC,  the  provisions  of  Section  III,  paragraph 
C  shall  apply  to  the  timing  of  the  end  of  the  extended  period. 

9.  "Company  reinsurance  account"  means  a  balance  maintained  by  FCIC  for  the 
Company  party  to  this  Agreement  In  accordance  with  Section  III.   A 
separate  Company  reinsurance  account  shall  apply  for  each  extended  period. 

10.   "insured"  means  a  policyholder  of  the  Company  with  an  Insurance  contract 
In  force  that  Is  reinsured  through  this  agreement. 


APPROVED  AND  EXECUTED  FOR  THE  CORPORATION  BY: 


Title 


Date 
ACCEPTED  AND  EXECUTED  FOR  THE  COMPANY  BY: 

Title 

Date 
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United  States 
_    ;,   Department  of 
^^/     Agriculture 


Federal  Crop 

Insurance 

Corporation 


Office  of  the 
Manager 


Washington,  D.C. 
20250 


SUBJECT:   Board  Memorandum  No.  86 

Interest  Rate  Provisions  and  Billing  Dates 


TO 


Board  of  Directors 


Following  the  action  taken  by  the  Board  of  Directors  at  the  telephone 
conference  call  on  June  8,  1982,  to  amend  the  interest  rate  provision  of 
all  crop  insurance  policies,  it  may  be  of  interest  to  you  to  be  provided 
with  the  projected  dates  for  first  premium  billings  insured  by  the 
Corporation  and  a  recap  of  the  provision. 

The  language  of  the  provision,  as  amended,  reads  "(d)  Interest  will 
accrue  at  the  rate  of  one  and  a  half  percent  (l'-s%)  simple  interest  per 
calendar  month,  or  any  part  thereof,  on  any  unpaid  premiums  starting  on 
the  first  day  of  the  month  following  PhsWJs^^e*  the  first  premium 
billing/;_.^._^ 

This  language  provides  a  30-day  grace  period  in  which  the  policyholder 
may  pay  premium  without  penalty  of  interest,  since  interest  does  not 
attach  until  the  first  day  of  the  month  following  the  date  of  the  first 
premium  billing.   In  all  cases,  the  premium  billing  will  contain  a  date 
at  least  a  month  prior  to  the  attachment  of  interest. 

While  the  provision  does  not  contain  reference  to  dates  for  billing  on 
specific  crops,  thus  allowing  in-house  flexibility,  FCIC  intends  to 
adhere  to  the  schedule  of  dates  listed  below: 

Barley,  Oats,  and  IJheat — First  premium  billing  dates  are:   October  I 
for  counties  with  a  final  acreage  reporting  date  after  March  31 
(Spring-seeded)  ,  and  July  1  for  all  other  counties  (Fall-seeded) . 

Forage  Seeding — First  premium  billing  is  July  1  for  New  York  State, 
and  October  1  for  all  others. 

Sugar  Beets — First  premium  billing  is  July  1  for  Arizona  and  California, 
and  October  1  for  all  others. 

Rye — First  premium  billing  is  July  1. 
-j-fe^ivS  C-uio   'CfV'Kb 

Florida  Citrus-r-First  premium  billing  is  March  1. 

Raisins — First  premium  billing  is  May  1.   (This  is  for  previous 
years  raisins.   Insurance  is  based  on  tonnage  reports  from  processor, 
generally  received  by  FCIC  early  in  March  the  following  year.) 

Sugarcane — First  premium  billing  is  August  I. 

Forage  Production — First  premium  billing  is  September  1. 

Cotton — First  premium  billing  is  November  1. 

Tobacco — First  premium  billing  for  all  flue-cured  types  (11,  12,  13, 
and  lA)  is  October  1.   All  other  types,  January  1. 

All  Other  Crops — First  premium  billing  is  October  1. 

The  above  is  submitted  for  your  information. 
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Unrted  States 

Federal 

Office  of 

Department  of 

Crop 

Manager 

Agriculture 

Insurance 
Corporation 

the  Washington,   D.C. 

20250 


^o    Board  of  Directors 

'JUL  1   2  1982 
"""    Manager 


=""1=^    Board  Hemorandum  Mo.   77 

Policy  Determination  for  Master  Marketing  Contracts 


Due  to  the  impending  changes  in  the  1983  Master  Marketing  contracts  to  be 
effective  v/ith  the  1983  spring  crops,   it  appears  timely  to  reconsider  the 
arbitary  100-agent  minimum  requirement  for  companies  in  order  to  participate 
in  this  delivery  system. 

This  minimum  requirement  is  particularly  unworkable  in  sparsely  cropped  areas 
of  the  country  where  numerous  agents  are  not  financially  supportable  based  on 
potential  commission  earnings,   nor  physically  needed  to  properly  service 
insured  farmers  locally. 

The  100-agent  minimum  requirement  is  an  expensive  and  largely  impractical 
condition  to  place  on  Master  Marketing  companies  in  order  to  qualify  for  a 
contract,  particularly  so  in  terns  of  training  and  materials. 

It  seems  more  practical  to  require  a  minimijm  of  25  agents  for  a  Master 
Marketing  Contract  v/hich  will   permit  the  affiliation  of  smaller  companies  who 
can  more  actively  police  their  agents  and  maintain  quality  servicing,  while  at 
the  same  time,  permit  larger  companies  to  purge  inactive  or  unproductive 
agents  from  their  employment  rolls. 

In  addition,   there  appears  little  need  for  the  prpipnt  2  percent  bonus  for 
meeting  sales  quota.     The  normal  commission  rates  are  adequate  to  stimulate 
sales.     It  is  virtually  impossible  to  establish  equitable  quotas  for  all 
companies  and  much  discontent  is  needlessly  created.     This  bonus  should  be 
eliminated  from  the  1983  contract. 

Finally,  considerable  difficulties  have  been  experienced  by  Field  Operations 
Offices  in  dealing  with  out-of-town  representatives  of  Master  Marketing 
Companies  due  to  the  absence  of  a  local   official   in  control.      It  is  extremely 
difficult  to  establish  uniform  working  procedures  in  one  area  \/hen  all   control 
is  located  in  another;  therefore,   it  is  recommended  that,  effective  as  an 
addendum  to  the  plan  of  operation,  each  Master  Marketing  contractor  be 
required  to  establish  a  1  iaison  person  on  an  FCIC  Field  Operations  Office 
basis  to  work  under  tR?~Tnst ruction  ot   the  FCIC  Director. 


f^''\    Federal  Crop  Insurance  Corporalion 

VJ9'a  IS  an  agency  ol  trie 

.4r      '   Untied  Stales  Department  ot  Agriculture 
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This  would  tend  to  provide  uniform  working  agreements  within  each  FCIC  region 
while  minimizing  problems  between  various  agents  and  companies;  expediting 
control   over  applications,  acreage   reports,  claims  work,  and  other  servicing 
problems  that  disrupt  field  working  operations. 

I  recommend  approval  of  a  policy  determination  on  Master  Marketing  contracts 
effective  with  the  1 933  spring  crops,  and  implemented  by  the  Corporation,  as 
fol  lows: 

1.  Master  Marketing  companies  to  be  required  to  have  a  minimum  of  25 
agents  in  order  to  participate  in  the  delivery  system. 

2.  The  2  percent  bonus  for  meeting  sales  quota  be  eliminated. 

3.  Master  Marketing  companies  be  required  to  establish  ei  liaison 
person  on  an  FCIC  Field  Opera'ti&ns  Office  basis. 

I   recommend  approval   of  the  policy  outlined  above  through  the  follov/ing 
resolution: 

RESOLVED;   That,  effective  with  the  1983  spring  sales: 

1.  All   Agency  Sales  and  Service  Contracts  shall  provide  that  Master 
Marketing  companies  be  required  to  establish  and  maintain  a  minimum 
of  25  agents  to  be  eligible  to  enter  into  an  approved  contract  with 
the  Corporation. 

2.  The  2  percent  boujj's  for  meeting  sales  quotas  is  hereby  eliminated. 

3.  Each  tlaster  Marketing  company  operating  under  an  approved  Agency 
Sales  and  Service  contract  with  the  Corporation  is  required  to 
designate  a  person  as  liaison  to  the  FCIC  Field  Operations  Office, 
for  the  purpose  of  coordinating  the  provision  of  services  and 
following  working  procedures  established  by  FCIC,  in  each  FCIC 
region  where  the  Master  Marketing  company  is  engaged  in  the  sale  of 
FCIC  policies. 


MERRrJT  ',■/ 
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,.;ai^.    United  States  Federal  Office  of   the  Washington,   D.C 

Mi).  Department  of  Crop  Manager  20250 

V^s^   Agriculture  Insurance 

Corporation 


To   Board  of  Directors 


From:   Manager 


Subiect:   Board  Memorandum  No.  78 

Recommendation  for  1983  Individual  Agent  Agreements 


The  marketing  experience  for  1981  Indicated  that  the  bulk  of  new  business  was  sold 
by  the  individual  FCIC  agent,  who  was  formerly  a  WAE  employee. 

^  -  »  -  V 

This  sales  effort  did  not  continue  into  1982  largely  because  previous  management 
required  this  group  of  agents  to  affiliate  with  a  Master  Marketing  or  Reinsurance 
company . 

Current  individual  agents  were  sent  letters  cancelling  their  contracts  after  the 
1982  crop  year  with  no  indication  that  individual  contracts  would  be  available 
for  1983.  As  a  result,  1982  spring  sales  by  individual  agents  were  sharply 
curtailed  with  no  other  system  taking  up  the  slack. 

A  large  number  of  these  agents  refused  to  affiliate  with  either  Master  Marketing 
or  Reinsurance  companies,  prefering  to  maintain  their  independence  by  selling 
directly  for  the  Corporation. 

Until  other  systems  can  be  brought  on  line,  and  based  on  a  continuing  need  for 
expertise  with  the  FCIC  delivery  system,  it  is  recommended  that  a  limited  number  of 
individual  agent  agreements  be  continued. 

The  criteria  listed  below  will  assure  that  agents  under  such  contracts  as  we 
permit  will  perform  an  active  marketing  role  eaEasa^'eeK. and  add  sales  at  minimum 
cost  and  handling. 

I  recommend  the  following  criteria  apply  to  the  Individual  agent  agreements  for 
1983: 

1.  Agents  must  have  sold  and  serviced  a  minimum  of  25  contracts  for  1982. 

2.  Ageot^^'must  annual Ivjneet  agreeji..<naritEtring_goala--in~trfdeiL:to— ytalify 
for  e^l^act  refigwal,.J:»f*succee^n|crop  years. 

1/  3.    Agents  must  meet  Corporation  established  financial  responsibility 
standards  to  assure  proper  servicing  of  contracts. 

;.  4.   Agents  must  attend  sales  certification  training  for  the  1983  spring 
crop  sales  as  required  by  the  Corporation. 


Federal  Crop  Insurance  Corporation 

IS  an  agency  of  the 

United  States  Department  of  Agriculture 
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Board  of  Directors 


U  000  u^Lt^    .  '    ""'  <l"-™i-d  by  Kansas  City  Operations  that  some 

ieninp  ^QR^T  .''"^'  ""'^'"  "^""^  '^^  '^^^  ^^^^  campaign  when  agents  were 
selling  1983  wheat  contracts  at  the  same  time  they  were  selling  1982  spring 

herei;  is  reiected'and  "°"''  ^"^^ '°  ""  reassigned  if  the  recommendation  contained 
herein  is  rejected  and  no  new  individual  contracts  are  approved  for  1983. 

For  the  reason  outlined  above,  it  is  my  recommendation  that  a  limited  number 
of  individual  agent  agreements  (Agent  Sales  Agreement)  can  be  executed  through 
the  following  resolution:  ^ 

RESOLVED,  That  the  Manager  of  the  Corporation  be,  and  he  Is 
hereby,  authorized  to  execute  individual  agent  agreements 
for  1983  effective  with  spring  sales,  based  on  the  criteria 
outlined  in  this  Board  Memorandum  No.  78.   Current  individual 
agents  agreements  will  be  renewed  for  fall  1983  sales  only  to 
provide  contract  continuity. 


MERRITJ  W 


408 


^<S^-    United  Slates  Federal  Office  of  Washinstnn      n  r 

|yj:;  Department  of  Crop  the  Manager  J^^Jf^ton,    D.C. 

V^>    Agnculture  Insurance  ^u<;3U 

Corporation 


To     Board  of  Directors  «_„ 

SEP  1  3  1982 


From;  Manager 


Subject:  Board  Memorandum  No.  101 

CoZissioIs°"  "^^  Southwestern  Crop  Insurance  Association  re  Master  Marketing 


Z%lTc'TcouZtT.\"r'l'^''f.   ^"  ^  '"""  '^'"  ^"Sust  30.  1982.  and  received 
by  FCIC  s  College  Station  Field  Operations  Office,  are  submitted  for  the 
Intonnation  of  the  Board  of  Directors. 


MERRITT  H.  SP^GUE  "^ 


•.    Fwjeral  Crop  Insurancs  Cofporalion 
E^i  is  an  agency  of  (he 

Un.180  Stales  Oepanmenl  ol  Agnculture 
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Toll  Free:  1-800-592-4785 

Post  Office  Box  1801 

(915)263-1263 


901  South  Mam.  Suite  205 

BIG  SPRING,  TEXAS 

797200021 

August:   30,    1982 

Members 

FCIC  Board  of  Directors 

Washington,  D.C.  20515 

Gent lemen, 

Concerning  your  recent  decision  Co  cut  the  commissions  on  contracts 
over  $10,000,  please  allow  me  to  present  a  Master  Marketer's  point 
of  view.  Perhaps  in  some  areas  you  are  justified  in  doing  this.  Perhaps 
even  in  our  area  you  are  justified,  but  please  try  and  see  our  side 
of  the  coin. 

Based  on  the  present  commission  schedule  (which  I  might  add  is 
lower  than  most  other  types  of  insurance)  we  were  able  to  expand  our 
operation,  hire  three  and  sometimes  four  other  employees  other  than 
myself  and  my  partner,  spend  over  $3000  on  postage  (documented  on  our 
postage  machine),  run  off  and  mail  out  over  50,000  copies  of  information 
(documented  on  our  copier),  put  in  a  toll-free  number  for  our  insureds 
and  our  agents'  insureds  to  call  us  and  get  their  questions  answered, 
not  to  mention  buying  an  expensive  ($4000)  electronic  typewriter  and 
other  office  equipment  necessary  for  expansion. 

After  discussing  this  new  commission  schedule,  my  partner  and 
I  have  decided  (since  10%  of  our  contracts  are  over  $10,000  premium 
and  make  up  UVL  of  our  agency's  commissions)  we  will  have  to  do  some 
reevaluating  for  the  future. 

The  first  thing  we  decided  was  to  not  buy  the  computer  we  had 
previously  planned  on.  Our  next  step  would  be  to  not  actively  seek 
any  new  agents  due  to  the  fact  we  intend  to  cut  our  office  scafi"  to 
just  one  person  other  than  ourselves.  Our  mailouts  and  our  toll-free 
number  will  be  the  next  services  we  will  do  away  with  and  although 
we  will  never  turn  down  anyone  for  insurance,  we  will  not  actively 
seek  the  small  commission  contracts  as  we  have  done  in  the  past.  (Cur- 
rently 18%  of  our  contracts  are  under  $500  premium  and  bring  in  one 
percent  of  our  agency's  commission.  Contracts  with  premiums  from  $500 
to  $1000  comprise  16%  of  our  total  contracts  and  bring  three  percent 
of  our  agency's  commissions.  All  contracts  under  $1000  premium  amount 
to  34%  of  our  total  contracts  yet  bring  in  only  four  percent  of  our 
agency's  total  commissions.) 

What  I  am  saying,  gentlemen,  is  this  new  commission  schedule  is 
forcing  us  to  streamline  our  business  to  its  most  efficient  level  in 
order  that  we  might  eventually  realize  a  profit.  Just  like  any  other 
business,  we  heve  to  borrow  money  and  pay  high  interest  rates  and  taxes. 

I  hope  this  new  commission  schedule  does  not  take  away  the  incen- 
tive for  all  Master  Marketers  to  grow  and  send  them  a  signal  to  cut 
their  expenses  and  live  off  their  carryover  business  for  I  truly  believe 
the  success  of  All-Risk  Crop  Insurance  hinges  on  the  Master  Marketing 
approach  to  sales  and  service. 

Sincerel V, 


/^.,.^/f.U<^ 


LONNIE  NICHOLS 
PRESIDENT 


LCN/jb 
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AMERICAN  ASSOCIATION  OF  CROP  INSURERS 
ADMINISTRATIVE  OFFICE       209  WEST  JACKSON  BLVD. 
CHICAGO  60606  312-922-7722 


•M.  K.  Felt 
CHAIRMAN 


Uoyd  W.  Lindstrom 
Rtcording  Sec. 


STEERING   COMMITTEE  MEETING 

HOLIDAY  AIRPORT  INN 
JANUARY   19-20,    1983  KANSAS  CITY.   MO. 


MEMBERS  PRESENT: 

John  Joyce,    Chairman 

William   Classen 

M.    K.    Felt 

O:   V.    TomUnson 

MEMBERS  ABSENT; 

Rick  Gibson 


Minutes 

OTHERS  PRESENT: 

Jack  Clanton 

Pat  Marshall 

Gary  Brinkley 

L.   W.   Lindstrom 

Sandy   Burke 

Dean  Mitchell 

(FCIC) 

Ron   McAdoo 

(FCIC) 

Mike  O'Connell 

(FCIC) 

Merritt  Sprague 

(FCIC) 

Alan   Walter 

(FCIC) 

Ivan  Dull 

(FCIC) 

Paul  Wilner 

(FCIC) 

George  Vohs 

(FCIC) 

Ron   Ence 

(FCIC) 

Mike  Bronson 

(FCIC) 

Bob  Sindt 

(FCIC) 

J.    W.    ElUs 

(FCIC) 

1.  Chairman  Felt  reported  on  the  Chicago  meeting  of  the  Executive  Committee 

including   the  report  of  the  breakfast  meeting   with  Congressman  Ed  Jones 
of  Tennessee   and   Legislative  Assistants   Bob  Cashdollar  and  Jim  Johnson. 
Felt   also  introduced  Sandy  J.    Burke  who   had   been   recently   appointed   to 
replace  Diane   Bateman    (Diane  has  accepted   another  position).      Sandy 
will   be  working   with  Mike  McLeod  and  AACI  members  in   support  of  the 
AACI   activities. 

II-  1984  Reinsurance  Agreement 

Alan  Walter  presented  to  the  Committee  the  proposed  changes  in  the  current 
reinsurance  agreement  for  the  1984  crop  year.  These  changes  are  designed 
to  simpUfy  the  cash  flow  and  accounting  requirements.  The  major  proposed 
changes   are: 

a.  Premium   subsidy   advanced  to  Company  on   a  monthly   basis   as 
premiums   are   booked. 

b.  Continuation  of  advancing   general   expense  on   a  monthly   basis 
as  premiums  are  booked. 

'President 
Mountain  States  Insurance  Co. 
Kalispell.  Montana  59901  ■  P.  0.  Box  1059 
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c.  Continuation  of  the  advance  Claim  Expense   (4%)   on  a  monthly  basis 
as  premiLuns   are   booked. 

d.  Loss  Adjustment  Expense   (3%)    advanced  on  monthly  basis   as  losses 
are  paid  and  booked. 

e.  Acquisition   expenses  advanced   to  Companies  October    1   for   spring 
crops  and  July   1   for  fall  seeded  crops.      Acquisition   expenses   to 
be   determined  on   a   uniform  annual  basis,    that  is   no  differential 
between  new  or  renewals. 

■f.  Collected  premiums   to  be  retained  by  Company  until   final   accounting 

report    (April    1)  .      Losses  advanced  by  companies   until   the  loss   ratio 
reaches    95%  thereafter  Companies  to  recover  losses   to  be  determined 
as  per  present  agreement.     Possible  consideration   for  earlier  recovery 
on   catastrophy  situation. 

g.  No  interest  charges  to  Companies. 

A  draft  copy  of  the  proposed   84  agreement  will  be  drafted  by  Walter,   Collins 
and  Totsch. 

III.  Consolidation  of  Policy  Form  Dates 

The  Committee  discussed  with  FCIC  management  the  need  to  simplify  and 
establish  uniform   single  dates   for  cancellation,    sales   closing,    transfer  and 
termination   dates.      McAdoo  reported  that  in   the  past,    the  actuarial   department 
has   been  reluctant   to  combine  dates  because  of  the  necessity   to  distribute 
the  work  load.      He  also  indicated  that  with  program  changes  developed  on 
a  timely  schedule,   the  work  load  could  be  distributed  well  in  advance  of 
revised  cancellation  dates. 

The  Committee  recommended  to  FCIC  management  that  the  cancellation,  scdes 
closing  and  transfer  dates  be  consolidated  into  single  dates  and  implemented 
in   all  policies  beginning  with  the   1984  crop  year. 

IV.  1984  Policy  Form  Changes 

Mitchell  and  McAdoo  outlined  the  following  proposed  1984  policy  form  changes 
in  the  wheat,   oats  and  barley  policies. 

a.  Single  production   guarantee. 

b.  Deletion  of  substitute  crop  provision. 

c.  Addition  of  Replant  Provision. 

The  Committee  recommended  to  FCIC  management  that  the  replant  provision 
hot  be  considered  for  grain  crops  because  of  the  winter  and  spring  planting 
practices   for  these  crops.      In   areas   that  provide  for  both  winter  and  spring 
programs  a  replant  provision   would  encourage  planting  of  winter  crops  in 
abnormal  situations  recdizing  that  the  cost  of  replanting  to  a  spring  crop 
was  assured . 

Mitchell  will  consider  this  recommendation  in  the  development  of  the   1984 
grain  policies. 

V.  Apple  Policy   -   Hail   and  Fire  Opt  Out 

Lindstrom   reported  on   the  problem  of  deleting   HaU   and  Fire  from   the  Apple 
policies  which  is   a  named  peril  policy   rather  thcin   all  risk.      The  apple  policy 
provides   specific  perils,    which  does  not  include  fire,    so  any  opt  out  of 
the   Hail  and  Fire  perils   does  not  provide  a  basis   for  providing  specific   Hail 
and  Fire  coverage.      In   addition   the  problem   has  been   compounded   by   the 
fact  that  the  CHIAA   Hail  poUcy  heretofore  excluded  Fire  coverage  on  fruit. 
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As  part  of  the  solution   to  the  problem   the  CHIAA   Executive  Committee 
adopted   the  staff  proposal   to  include  fire  coverage   effective  for  the 
1983  crop  year   and   suggested   that  the  FCIC   management  consider  adding 
the  peril  of  Fire  to  their  apple  policies   so  that  the  HaU   and  Fire  opt  out 
will  fulfill  the  obbgation  of  permitting  specific  Hail  and  Fire  coverage. 
Mitchell  indicated   that  the  Corporation  would  correct  this  situation. 

VI.         Rate  Evciluation  Committee  Report 

Pat  Marshall  reported  on  the  Rate  Evaluation  Committee's  recommendations 
which  were  as  follows: 

a.  Size  of  unit  credit  was  discussed,   with  the  conclusion  that  while 
it  is  perhaps  appropriate  we  have  not  reached  the  order  of  rating 
capability  which  affords  the  refinement  necessary   for  sui  equitable 
credit  structxire. 

In  this  connection ,   we  do  recommend  that  unit  division  guidelines 
should  be  fxirther  limited  by  a  requirement  that  no  crop  unit   (as 
defined  by  the  policy)    of  less   than    160  acres  may  be  divided. 

b.  Variations  in  Acreage  was  considered  with  the  following  conclusions. 

(1)  The  issue  of  mis-reported  practice  should  be  handled  by 
appropriate  procedure  instead  of  inclusion  with  the  standard 
variations  in  acreage.      The  guiding  principle  should  be  that 
liability   to  the  company   is  not  increased,    e.g.,   irrigated  v£ 
non-irrigated   cotton. 

(2)  We  concur  with  the  idea  of  providing  a  tolerance  of  3% 
not  to  exceed   10  acres  variation  in  acreage  which  would 
not  require  either  a  return   of  premium  or  application  of 
under-reported  premium   factor.      If  acreage  varies   by  more 
than  the  tolerance  then  present  procedure  would  obtain  for 
the  whole  variation. 

c.  Experience  rate  system  was  discussed  at  considerable  length. 

(1)  It  is  conceded  that  the  present  design  entcdls  too  much  record 
keeping,    does   not  well   address  claim   frequency,    allows  too 
much   credit,    and  contemplates   excessive   surcharge. 

(2)  Preference  is   for  a  scheme   such  as  proposed  by   Pat  Marshall 
in  memo  to  McAdoo/Felt    8.24.82.      It   would  move  in  increments 
of   5  points   credit  and    10  points   surcharge,    with  maximum 
credit  of  25%  and  maximum  surcharge  of  50%;   at  the  sacrifice 
of  validation ,   loss  record  of  only  the  current  year  added  to 
the  cumulative  status  would  be  required.      An   analysis  of 
current  book  of  business   would   be   necessary  before  finalizing 
the   table.      Present  policyholders   would   benefit  immediately 
from   lesser   surcharge  but   would    "earn   down"   the   reduced 
credit  allowance.     Loss  ratio  would  not  be  an  element  of  the 
scheme. 
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The  Committee  recommended  implementation  of  these  proposals  to  FCIC 
management.      McAdoo  indicated  that  the  proposed   experience  rate  analysis 
would  be  developed,   althought  he  target  date  for  possible  implementation 
could  not  be  earlier  than  the   1985  crop  year. 

VII.        Political  Impact  on  Insurance  Agreement 

The  Committee  expressed  their  concern   and   the  implication  of  the  recent 
program   changes   initiated  by   the  Corporation  that   could  affect  results  of 
the  private   companies.      These  items  in   question  were  the  1982  dry  bean  payment 
procedure,  the  1983  advertising  program,  and  the  PIK  program  increased  coverage. 

The  Committee  requested  Counsel  to  prepare  a  statement  to  FCIC  management 
outlining  AACI  concern  over  changes  that  affect  soiind  insurance  principles. 
The  proposed  statement  to  be  prepared  and  submitted  to  the  Executive 
Committee  for  adoption. 

VUI.      Premium  Collection  Responsibility  -  Proposals 

The  Committee  discussed  at  length  the  following  proposed  solutions  to  the 
inequities  of  premium  collection  responsibilities  in  the  two  delivery  systems. 

a.  Assignment  of  ASCS  Program  Payments 

Walter  presented  an  assignment  of  payment  program  used  by  ASCS 
in  which  the  farmer  may  «issign  payments  for  services   (crop  insurance) 
from  various  Federal  agricultural  programs  that  is  due  the  farmer, 
(copy  attached) 

The  Committee  suggested  that  AACI  prepare  a  comparable  form  and 
procedure  for  use  by  private  industry  as  a  tool  for  premium  collection. 
The  Committee  also  recommended  that  the  proposed  form  and  procedure 
be  presented  to  FCIC  management  for  review  and  conference  with 
the  ASCS  management  for  adoption  for  private  industry. 

b.  Equalization  of  Premium  Responsibility 

The  Committee  reviewed  proposals  submitted  by  Gibson  and  Nysted 
for  the  transferring  of  premium  responsibility  to  FCIC   for  transferred 
policies.      The  Committee  restated  their  previous  position  to  FCIC 
management  that  all  delivery  systems  should  assume  the  responsibility 
for  premium  collection. 

C.  Assumption  of  Premium  Responsibility    by    Loss  Payees 

The  Committee  discussed  a  proposal  developing  a  loss  payee  agreement 
wherein   financial  institutions  or  other  creditors  ncimed  in   the  policy 
would  be  requested  to  gu«U"antee  the  premiums  for  the  coverage 
provided  in  which  they  have  financial  interest. 

The  Committee  recommended  that  a  proposed  form  be  developed  and 
presented   for   further  consideration.      Gary  Brinkley   volunteered 
to  develop  the  proposal. 
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d.  Special  Account  Agreement    (Assigned   Risk   Concept) 

The   Committee   also  discussed  a  proposal   for  creating   a   separate 

account   for  distressed   risks,    such  as   credit  and  area  coverage 

risks,    etc.      The  policies  assigned  to  this  special  account  would 

be  100%  reinsured  by  FCIC  which  would  also  assume  the  premium  collection 

responsibility.      This   type  of  account  would  be  available   to  all 

delivery  systems. 

A  sub-committee  consisting  of  Marshall,  Brinkley,  Walter  and 
Lindstrom  were  appointed  to  draft  the  proposed  plan  and  submit 
to  Committee   and  FCIC  management  for  consideration. 

IX.         Merritt  Sprague  Comment|S 

FCIC  Manager  Merritt  Sprague  and  his  staff  attended  the  Tuesday  afternoon 
session   and   Sprague  reported  on  the  PIK   program   and  the  Corporation's 
corresponding  insurance  program  being   developed   to  encourage  participation 
by   growers.      Sprague  assured  the  Committee   that  ASCS   offices   are  giving 
priority  to  the  PIK   and  the  lYC  program.      Sprague  also  reviewed  the 
expectations  of  Congress  relative  to  the  crop  insurance  program   and 
cautioned   that   private  industry  must   demonstrate  to  Congress   their   ability 
to  deliver  the  program  if  their  support  of  the  program   is   to  continue. 

Sprague  also  outlined  the  ARCIE  program  being  developed  and  distributed 
by   the  Extension   Service.      This  program  was  demonstrated   to  the  companies 
at  their  meeting  in  Ksinsas  City  and  may  be  repeated  at  the  Crop  Insurance 
Annual  Meeting  in  New  Orleans. 

X  .  Cost  Study  Report 

Paul  Wilner  commented  on  the  results  of  his  study  on  the  cost  of  various 
delivery   systems.      The  preliminary  indication  was   that  the  delivery   system 
of  private  industry  was   more  costly   than  FCIC   system   but  more  efficient 
operation,    especially   the  policy  service.      Wilner  commented   that  Congress 
may   be  more  concerned   about   delivery   system   cost  rather  than   appreciation 
for  efficiency,    reminding   companies  that  increased  participation  could  be 
expected  to  reduce  the  overadl  cost. 


Lloyd  W.    Lindstrom,    Recording   Secretary 


The  Executive  Committee  urges  all  who  are  privileged  to  serve  on  Association 
committees,  all  who  have  access  to  such  information,  to  treat  it  as  privileged 
and  confidential   prior   to   approval  and   general   release  to  members   and   subscribers. 
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United  States 


(lAJj,  Department  of 


Agnculture 


Federal 
Crop 

Insurance 
Corporation 


Office  of 
the  Manager 


Washington,  D.C. 
20250 


APR  8  1983 


To   Board  of  Directors 


From.  Manager 


Subieci  Board  Memorandum  No.  142 
Rate  Evaluation  Concerns 


The  attached  material,  submitted  to  this  office  by  Board  Member  E.  Ray  Fosse,  is 
considered  in  line  with  current  management's  long  range  plans  for  Improvements. 

The  material  illustrates  concerns  over  the  Corporation's  rate  setting  process.   1 
would  appreciate  your  guidance  and  counsel  in  a  discussion  of  the  data. 


MERHITT  W.  SPRAGl 
Attachment 


Federal  Crop  Insurance  Corporation 

IS  an  agency  of  the 

United  Slates  Department  of  Agriculture 
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CROP-HAIL  INSURANCE  ACTUARIAL  ASSOCIATION 

Room  700       209  West  Jackson  Boulevard 
chicago.  illinois  s0606 


TELEPHONE  312-922-7722 


LLOYD  W.   LINDSTROM 

ASSOCIATE   MANAGER 


GARY   I.   SCHMIDT 

ASSISTANT   MANAGER 


JEAN   McJOHNSTON 

STATISTICIAN 


HARRY  E.    SOUZA 

DATA   PROCESSING 


18  March  I983 


O.  V.   TOMLINSON 

CHAIRMAN 

J.  W.  GREENE 

vice   CHAIRMAN 

J.   R.   DAWSON 

2ND  VICE  CHAIRMAN 

e.   RAY  FOSSE 

MANAGER 

EXECUTIVE  SECRETARY 


Mr.  Merritt  Sprague,  Manager 

Mr.  Dean  Mitchell,  Director  of  Operations 

Federal  Srop  Insurance  Corporation. 

Gentlemen: 

The  following  references  will  almost  lead  to  a  conclusion  that  prescience 
is  a  reality: 

°  Bill  Houston:   "I  did  not  accept  service  on  the  PCIC  Board  to 
preside  over  a  losing  proposition" . 

"  Prank  Naylor:   In  his  stream-of-consciousness  remarks  about  problems 
and  needs  of  the  program,  referred  toneed  for  more 
definitively  establishing  coverage  according  to 
individual  farm  yield  history. 

"  Preliminary  GAO  report,  remarks  that  PCIC  "methods  of  setting  normal 
yields  for  farmers  are  generally  accurate  on  a  county- 
basis  but  often  provide  coverage  which  is  too  high  or 
too  low  for  individual  farms.  " 

These  expressions  followed  (to  my  knowledge)  my  February  11,  I983  memo  to 
members  of  our  MPCI  Rate  Evaluation  Group  (RAVAL)  laying  out  the  equivalent 
of  these  concerns  as  an  urgent  agenda  item  for  a  meeting  called  for  March  11. 
A  copy  of  that  memo  is  attached. 


That  meeting  was  held  and  minutes  are  attached.   I  invite  your  attention  to 
Part  rv  of  the  report,  for  views  of  the  RAVAL  Group.   The  memo  and  the 
jlinutes  fairly  comprehensively  describe  both  the  perceived  problems  and 
proposed  remedial  actions. 

I  submit  to  you  that  we  are  in  dainger  of  a  serious  deterioriation  of  experience 
(meaning  loss  ratio)  arising  from  combinations  of  identifiable  rate  level 
inadequacies,  the  cumulative  effect  of  separately  modest  liberalizations,  and 
from  the  impact  of  a  significant  development  of  lYC  business.   PCIC  experience 
in  both  1981  and  82  is  an  alarming  enough  indication  of  a  problem;  taken 
together  with  problem  areas  identified  by  the  RAVAL  Group,  there  is  cause  for 
alarm  and  reason  for  attention  at  the  policy-making  level.   Individual  Risk 
Underwriting  as  a  concept  is  more  than  ever  over-due  as  the  operating  principle 
for  MPCI.   It  may  not  be  a  panacea  but  it  must  come  about  if  much  of  anything 
else  is  to  have  effective  bearing  on  the  achievement  of  a  sound  program.   And, 
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concurrently,  the  highest  priority  must  prevail  for  modem  systems  of 
rate  analysis  which  will  enable  responsive  management  of  rate  requirement. 

r^  concern  has  risen  to  the  point  I  feel  obliged  to  request  that  a  portion 
of  the  next  Board  meeting  be  devoted  to  these  issues.  I  feel  that  Board 
members  deserve  to  be  informed  of  the  situation  and  to  have  an  opportunity 
to  evaluate  program  direction  in  terms  of  at  least  what  I  see  as  problem 
areas.  Board  members  are  concerned  about  experience.  But  what  may  be 
more  important  than  the  immediate  concern  is  the  probability  of  critical 
evaluation  of  the  Board  responsibility.  Our  critics  will  eventually 
exhaust  the  potential  from  what  I  regard  as  nitpiking  by  comparison; 
when  they  do  and  then,  as  they  should,  get  around  to  the  real  cost  over-runs 
(indemnities  excess  of  premiums),  I  hope  the  Corporation  is  much  farther 
along  with  remedies  than  I  think  we  are  presently.  We  need  to  at  least 
and  without  delay  get  basic  policy  in  place,  not  just  as  defense  but  as 
a  matter  of  good  business  practice. 

I  would  have  no  objection  to  your  use  of  any  or  all  of  this  as  briefing 
material  for  Board  members.   Or,  if  you  prefer,  I  will  be  pleased  to 
distribute  copies  to  each  member.   And  if  I  can  be  of  assistance  in  the 
preparation  of  any  paper  for  use  in  Board  discussions  I  will  be  pleased 
to  respond. 

Yours  very  truly. 


(^  fit^  7^4/k/ 
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CROP-HAIL  INSURANCE  ACTUARIAL  ASSOCIATION 

Room  700       209  West  Jackson  Boulevard 

CHICAGO,   ILLINOIS  606O6 


Telephone  312-922-7722 


,^OYD  W.   LINDSTROM 

SSOCIATE  MANAGER 

iARY  I.   SCHMIDT 

SSISTANT  MANAGER 

•EAN   McJOHNSTON 

TATTSTICIAN 

HARRY  E.    SOUZA 

'ATFefe«5Ufl5SING 


February    11,  1983 


O.  V.  TOMLINSON 

CHAIRMAN 

J.  W.  GREENE 

VICE  CHAIRMAN 

J.   R.   DAWSON 

2ND  VICE  CHAIRMAN 

E.   RAY  FOSSE 

MANAGER 

EXECUTIVE  SECRETARV 


TO;   RAVAL  Group 

RE:   MPCI  Individual  Risk  Underwriting  (IRU) 
Proposed  meeting  3-10-83  agenda 

With  the  1983  season  the  second  real  step  toward  ultimate  Individual  Risk  Underwriting  (IRU) 
is  being  implemented  in  the  lYC  feature  of  the  FCIC  program.   lYC  (Individual  Yield  Certification) 
provides  for  indexing  the  farm  yield  history  to  county  yield  history,  requiring  a  minimum  of  3  years 
'ctual  yield  record. 

The  first  step  has  been  in  place  for  some  time,  for  some  few  crops.  This  is  the  Grower  Yield  Certification 
(GYC)  Plan  by  which  coverage  is  and  was  from  the  outset  based  on  grower  certified  yield. 
(Such  crops  as  Almonds,  Grapes  and  Citrus  )  and,  in  a  sense,  two  other  major  crops,  tobacco  and  cotton, 
have  for  some  time  been  insured  on  the  basis  of  individual  farm  classification  instead  of  on  the  basis 
of  geographic/location  classification. 

In  the  case  of  GYC  crops  programs  and  tobacco-cotton  programs  the  system  is  comprehensive,  in  the 
sense  that  coverage  for  all  growers  is  determined  on  the  individual  farm  history.  But  in  the  lYC  system 
we  are  fiying  on  only  one  wing;  lYC  is  an  option  which  will  be  elected  by  only  those  producers  who 
will  thereby  realize  a  guarantee  greater  than  the  standard  Area  offering.   TTie  ultimate  consequences 
of  the  1983  lYC  system  will  be  costly  in  terms  of  loss  cost  incurred  because  the  average  now 
constituting  the  Area  offer  will  not  obtain.  This  must  be  fixed  and  two  alternatives  appear  to  apply. 

One  IS  to  adjust  the  Area  coverage  offers  to  conform  to  the  residue  of  producers.  To  do  this  on  a 
factual  basis  would  require  a  lapse  of  time  during  which  those  who  can  benefit  with  greater  coverage 
have  made  the  change  to  lYC.   It  would  also  require  a  breakdown  of  yield  data  from  policyholders 
then  covered  by  Area  plan.   It  is  fairly  obvious  that  the  sources  now  at  our  disposal  for  this  kind  of 
yield  data  are  insufficient  and  that  revision  of  the  Area  offer^would  require  some  considerable  statistical 
maneuvering.  ,  /__on  this  basis 

For  this  and  the  further  reason  of  the  objective  of  total  Individual  Risk  Underwriting  ,    Vtit  second 
alternative  is  eminently  more  desirable.  It  is  to  require  that  all  policyholders  be  insured  on  the  basis 
ofOYC,  moving  away  from  the  Area  plan  of  coverage  as  rapidly  as  possible.   I  propose  the  initiation 
of  the  transition  not  later  than  for  spring-seeding  crops  1984  season.  The  objective  is  that  all  coverage 
would  be  individual  farm  based,  under  either  the  lYC  or  the  GYC  plans.  Eventually,  SYCwould  be 
"tandard. 


A  National  Rating  Organization  For  Insurance  On  Growing  Crops  Since  1948 


419 


The  principal  impediment  is  the  politics  of  participation:  those  obsessed  with  participation  as  the  only 
measure  of  success  of  the  program  will  only  reluctantly  agree  to  anything  that  might  discourage 
participation.  Obviously,  if  there  is  any  integrity  to  be  realized,  there  will  be  some  policyholders  who 
will  realize  a  lower  guarantee  and  perhaps  some  uninsured  farmers  who  will  qualify  for  guarantee  only 
less  than  the  present  Area  offer.  But  if  we  are  ever  to  achieve  a  sound  program  it  seems  to  mc  we 
must  move  to  the  total  Individual  Risk  Underwriting  (IRU)  concept.  And  we  need  to  address  it  as  soon 
as  possible.  If  we  can  assume  that  except  for  completing  the  re-rate  job  undertaken  for  1983  there 
should  be  a  minimum  of  program  tinkering,  perhaps  it  is  possible  to  begin  now  to  tool  up  for  the  first 
stage  of  IRU  in  1984. 

Which  brings  me  to  the  crux  of  the  matter,  which  is  in  two  parts: 

( 1 )  How  do  we  accomplish  the  other  half  of  lYC  -  the  producers  who  will 
qualify  for  coverage  less  than  the  Area  offer? 

(2)  What  are  the  ramifications  for  the  rate  problem? 

It  seems  to  me  that  in  these  we  have  the  makings  of  an  agenda  for  a  meeting  which  I  propose 
for  the  week  of  March  7.  Will  Thursday  the  10th  of  March  fit  schedule? 

A  third  agenda  item  has  to  do  with  the  nature  of  statistics  which  are  needed,  more  especially 

not  needed,  for  conducting  MPCI.  We  have  a  Data  Processing  haison  group  in  place  which  will  sometime 

soon  tackle  this  issue  but  I  believe  they  should  hear  from  us  first.  They  can  help  us  with  the  price  tag 

aspects. 

A  fourth  item  is  information  only  but  of  interest  to  us  -  the  current  thinking  about  nature  of  1984 
reinsurance  agreement. 

Please  let  me  have  your  schedule  limitations  by  telecon  or  mail  promptly.  Also,  any  tentative  thoughts 
about  the  foregoing  and  any  other  agenda  item  you  may  be  thinking  about. 


E.  Ray  Fosse       // 
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Minutes 


Rate  Evaluation  Group  (RAVAL) 
Friday  11   March  1983 


In  attendance: 

Richard  Bill  Ron  McAdoo  Gary  Schmidt 

Steve  Sonka  Bill  Shiflett  Steve  Heverly 

Ray  Fosse  Alan  Walter  Harry  Souza 


Absent:  Phil  Brown 


Beginning  on  Thursday  afternoon  (except  for  Bill  and  Sonka^  the  group  engaged  in  considerable 
discussion  of  FCIC  statistical  requirements.   CHIAA,  in  behalf  of  reinsured  companies,  seeks  to 
reduce  the  fractionalization  of  data  best  illustrated  by  the  multiplicity  of  soybean  practices. 
Response  of  FCIC  Actuarial  representatives  was  that  greater  refinement,  not  less,  may  be  expected. 

There  was  no  resolution  of  even  such  minor  data  elements  as  %  sugar,  which  is  obtained  only  when 
an  indemnity  is  paid ;  it  remains  unclear  whether  the  item  is  required  only  for  calculation  otindemnity 
or  whether  it  becomes  a  statistic.  If  the  latter  is    the  case,  then  we  submit  that  more  comprehensive 
information  on  annual  sugar  content  is  obtainable  from  the  processors  and  it  could  be  eliminated 
as  a  required  data  element. 

It  was  observed  that  with  the  extensive  subdivision  of  soybean  experience  into  practice  categories 
there  should  be  adopted  a  procedure  for  combining  the  experience  for  making  a  base  soybean  rate. 
This  IS  done  by  using  a  factor  representing  the  loss  cost  relationship  to  convert  losses  to  a  common 
base.   Presumably  such  a  factor  is  determined  or  adopted  for  rate  differential  purposes.   Such  use  of 
all  experience  is  useful  especially  when  that  of  any  single  practice  is  sparse.   (In  crop-hail  rating  such 
procedure  is  used  to  convert  both  crops  and  policy  forms  to  a  common  base,  for  promulgation  of  a 
base  rate  for  location;  derivative  rates  are  then  obtained  from  the  base  rate  by  the  reverse  employment  of 
crop  and  policy  form  factors). 

II 

Timley  distribution  of  the  FCI-35  master  tape  to  CHIAA  was  emphasized.  This  is  used  in  two  important 
functions: 

(a)  CHIAA  edit  of  reported  data 
Provision  of  copy  to  interested  companies 

(b)  Development  of  consolidated  rate  and  coverage  information 

As  to  the  first,  CHIAA  is  accelerating  the  effort  to  totally  edit  reported  data.   Eventually, 
coverage  and  rate  by  crop-location  will  be  validated.    It  is  imperative  that  up-dates  of  the  FCI-35 
master  tape  be  relayed  timely  from  FCIC  ADP  division  to  CHIAA. 

As  to  the  second  CHIAA  is  advancing  the  concept  of  a  state  rate  manual  for  MPCI.  The  need  for 
it  was  illustrated  by  a  4  Vi  page  presentation  of  Redwood  county,  MN  (selected  for  many  eiegible  crops) 
FCI-35's  amounting  to  13  pages.    Instead  of  repeating  the  statements  contained  on  each  county-crop 
FCI-35  a  state  cover  page  would  be  composed  showing  all  pertinent  statements  with  county  variation. 
Also,  a  state  code  sheet  sould  be  provided  to  interpret  crop-type-practice.   Finally,  the  rate  for 
coverage  without  hail  would  be  provided  by  table  showing  county  average  hail  rate  and  formula  for 
c.ilculating  credit,  (w/o  hail  coverage  is  not  on  the  FCI-35  master  tape.) 
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FCIC  actuarial  division  representatives  expressed  concern  that  such  a  consolidated  rate  and  coverage 
)resentation  master  mean  loss  of  uniformity  between  FCIC  distribution  and  industry  presentation. 
It  was  pointed  out  that  FCIC  would  be  welcome  to  adopt  the  creative  improvement;  that  the  method 
of  presentation  is  not  necessarily   an  article  for  uniformity,  as  long  as  rate  and  coverage  agree;  and  that 
the  agents  are  at  liberty  to  follow  either  or  both  when  an  agent  represents  both  a  reinsured  company  and 
an  FCIC  contractor. 

The  next  step  in  simplifying  rate  and  coverage  presentation  is  a  system  of  area  classification  on  a  state 
basis  which  would  provide  that  a  given  risk  area  classification  would  uniformly  take  a  given  coverage. 
(This  assumes  that  risk  area  will  continue  for  some  time.   See  part  IV)  This  would  afford  an  indexation 
approach  for  coverage.   Such  coverage  indexation  could  abide  rate  variation  by  county  but  any  such 
movement  will  lead  to  dealing  with  rates  and  coverage  with  state  as  unit  rather  than  with  each  of  3000 
counties  as  a  universe. 

Ill 

CHIAA  staff  presented  format  of  annual  Statistical  Summary  outputs  which  are  in  programming  stage. 
Publication  of  1981  -  82  statistics  wiE  be  run  when  1982  processing  is  essentially  completed.  One  of^ 
these  was  considered  preferable  to  the  present  status  report  and  will  be  run  monthly  for  FCIC  as  1983 
business  comes  in.  A  county  detail  will  be  provided  to  companies  on  micro  fisch;  other  summary 
type  outputs  will  be  published  as  hard  copy. 

IV 

Attention  was  given  to  problems  which  will  obtain  from  significant  development  of  lYC  business  under 
the  present  lYC  plan: 

(1)  As  better  than  average  producers  qualify  for  greater  guarantee,   the  standard 
area  offer  will  tend  to  be  excessive  for  tne  residue. 

(2)  If  lYC  continues  at  constant  area  per  acre  premium  and  the  area  offer  is  reduced 
with  constant  presentage  rate,  lYC  premium  will  be  reduced  further. 

(3)  General  rate  level  will  decline  .  With  liberalizations  coming  right  and  left,  each 
without  compensating  rate,  the  combination  pre-sages  a  run  of  serious  rate 
inadequacy    and  continuing  losing  loss  ratios  such  as  1981-82.   (  a  questionable 
situation  in  view  of  above  average  productivity  for  both  seasons). 

The  situation  calls  for  immediate  and  prehaps  drastic  action  for  as  early  as  1984  spring  crops  if  more 
than  lip  service  to  actuarial  soundness  is  to  obtain  .  Two  proposals  are  advanced  as  solution: 

(a)  Reduce  area  guarantee  for  all  crops  eligible  for  lYC,  with  premium 
rates  increased  to  hold  developed  premium  level  per  acre  constant. 

This  is  required  to  avoid  a  serious  deterioration  in  premium  levels. 
(It  is  not  necessary  to  wait  for  lYC  development  to  know  statistically 
that  this  is  necessary.) 

(b)  Begin  transition  of  lYC  program  to  a  Grower  Yield  Certification  (GYC) 
program  ,  for  all  commodities. 

It  is  assumed  that  aside  from  these  problem  areas  FCIC  will  continue  general  rate  adjustment  work 
Indicated  increases  are  yet  to  be  realized  in  several  states  for  the  major  commodities.  It  is  also 
assumed  that  FCIC  will  commit  to  computerized  systems  of  rate  analysis  which  will  enable  regular 
and  timely  rate  reviews  across  the  whole  spectrum  of  commodities  and  territories. 
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Pro'pbsal  A,  the  adjustment  of  area  guarantees  and  concurrent  upward  adjustment  of  percentage  rates 
therefor,  is'of  urgent  necessity  and  could  be  done  for  effect  on  1984  spring  seeded  crops.  The  RAVAL 
group  urges  such  a  priority. 

Proposal  B,  the  transition  of  lYC  to  a  universal  version  of  GYC,  addresses  both  the  rate  level  problem 
inherent  in'lYC  and  as  well  the  issue  of  progress  toward  total  Individual  Risk  Underwriting,  (IRU).  By 
tliis  is  meant  the  establishment  of  coverage  for  a  farm  from  yield  history  and  potential  of  that  farm. 
There  is  a  long  history  of  advocacy  of  this  concept,  from  studies  of  various  consultants  and  task  force 
to  legislative  emphasis  and  comment  of  GAO  and  the  comptroller  general  in  successive  renorts. 
Unfortunately,  lYC  is  only  half  a  loaf  at  best  and  at  worst  has  the  faults  identified  above;  this  is  hardly 
surprismg,  since  it  was  conceived  and  implemented  more  to  encourage  participation  than  to  accord 
with  Individual  Risk  Underwriting  as  a  total  concept.  Hence,  decision  to  offer  lYC  at  premium  equal 
to  the  area  offer,  notwithstanding  the  greater  exposure  and  increased  risk  Inherent  in  greater  guarantee. 

This  group  analyzed  farm  yields  in  Illinois  and  concluded  that  annual  yield  variability  correlates  with 
fertility  level  sufficiently  to  suggest  other  than  a  straight  line  rate  relationship.  This  conclusion  was 
apparently  taken  as  justification  for  the  constant  area  premium  grant  for  lYC  qualifiers.  In  this  matter 
we  caution  as  follows: 

(a)  While  the  analysis  does  not  suggest  a  straight-line  rate  relationship  for  the  higher 
coverage,  it  also  does  not  support  the  constant  premium  allowed; 

(b)  The  data  and  analysis  deals  with  relativity  of  fertility  levels,  not  with  variation  of 
producers  operating  within  given  fertility  levels. 

(c)  If  a  lower  %  rate  is  granted  for  the  higher  yielding  producer  then  a  higher  %  rate 
must  be  charged  the  lower  yielding  producer,  to  maintain  a  premium  oalance. 

It  is  suggested  that  more  careful  examination  of  the  data  should  lead  to  revision  of  the  1983  premium 
quotations  for  lYC. 

For  these  reasons  lYC  as  presently  structured  should  be  regarded  as  an  interim  plan  of  coverage.  It  is 
but  a  step  toward  total  applications  of  Individual  Risk  Underwriting  which  will  also  obviate  the  most 
onerous  and  least  exact  feature  of  the  present  system:  The  identification  of  risk  areas  and  the  establish- 
ment of  coverage  offers  within  geographical  risk  classifications.  There  is  demonstrably  a  vanation 
within  risk  areas  equal  to  or  greater  than  as  between  areas  and  the  only  solution  is  to  move  as  rapidly 
as  possible  with  the  Growers  Yield  Certification  process  for  the  major  commodities.  (The  GYC  plan 
also  applies  constant  %  rate  rather  than  constant  premium  per  acre.) 

This  means  the  collection  of  yield  data  at  the  farm  level  (also,  resumption  of  pure  unit  definition  for 
insurance  purposes).  There  is  a  tendency  to  assume  that  farmers  do  not  possess  yield  history  sufficient 
to  this  need.  The  fact  is  that  commercial  operators  do  have  it,  as  their  lenders  will  tell  you.  If  the  urge 
for  participation  can  be  balanced  with  a  serious  regard  for  actuarial  soundness  then  the  accumulation 
of  yield  data  for  coverage  purposes  needs  only  the  systems  design  to  administer  it.  Some  of  the  lYC 
procedures  can  be  borrowed.  The  essential  problem  is  commitment  of  FCIC  management  to  total 
Individual  Risk  Underwriting  as  the  program. 

Timing  is  of  the  essence.  With  the  system  and  procedure  for  lYC  now  in  place  no  time  should  be  lost 
in  applying  the  yield  reporting  feature  to  all  policyholders  and  not  just  to  those  who  can  qualify  for  a 
guarantee  greater  than  the  area  offer.  The  coverage  offer  is  profoundly  more  critical  to  actuarial 
soundness  than  the  rate  charged.  The  rating  system  can  be  improved  and  rate  accuracy  more  nearly 
realized  \Sy  getting  away  from  the  risk  area  as  a  unit  for  rate.  We  do  not  suggest  individual  risk  rating 
but  variation  of  rate  within  a  geographical  area  the  size  of  county  or  township  may  be  better  based  on 
homogenous  groupings  of  producers  than  on  further  geographical  subdivision  (risk  area).  The  history 
of  causes  of  loss,  i.e.,  weather  perils,  suggests  larger  area  for  rate  unit,  not  smaller,  taking  into  account 
frequency  and  severity  of  those  occurrences  which  account  for  the  major  causes  of  loss.  If  coverage  is 
properly  set  then  it  is  possible  that  rate  requirement  should  not  vary  greatly  within  township  or  small 
county. 

The  next  meeting  of  the  RAVAL  group,  will  be  on  call  of  CHIAA  Staff,  perhaps  in  June. 


i_£2L 


E.  Ray  Fosse 
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Exhibit  III 


Analysis  of  Changes  in  Capital 
Fiscal  Years  1983  and  1984 


Page  293,  Volune  I.  Explanatory  Notes 


F.y.    1982 
Actual 


F.Y.    1983 
Estinate 
(Crop  Year 
1982--LOSS 
Ratio   .95) 


52,109 

250,000,000 

57,456,000 


150,000,000 

115,575,000 

27,658,000 


601,477.535' 


235,000,000 

76,000,000 

7,000,000 

2,800,000 

19,000.000 

28,300,00(3. 


47.200,000 


282,200.00g~ 


315,000,000 

55,000,000 
55,000,000 


F.Y.    1934 
Estinate 
(Crop  Year 
1933— Loss 
Ratio   .90) 


170,000,000 

20,251,000 

4,632,000 


707,053.335 


255,000,000 

340,000,000 

11,322,000 

4,536,000 

85.000,000 


100,853.000 
239,142,000 


Net  capital   at  beginning  of  year $103,265,019         $303,244,836           $512,170,836 

Additions  to  capital   during  the  year: 
Recovery  of  prior  year  obligations. 

Subscription  to  Capital   Stock 

Appropriation   (Preniun  Subsidy).... 

Approp.    (Agents'   Connissions) — 

Approp.    (loss  adjustment  costs) — 

Subtotal 410.773.128 

Incone: 

Insurance  preniuns   (faraer). 320,951,486 

Reinsurance   Proqran 

Reinsurance   incone 12,808,593 

Less:     Conpany   share  of  gain 490,800 

Anount  deferred 490,809 

Preniun  Subsidy 988,992 

Subtotal 1,9/0. 50r 

Net  Reinsurance   incone 10,837,992 

Reinbursenents--ASCS   inspection 

work 19,579 

Reinbursable   incone   fron  apppropri- 
ated  funds   for  Reinsurance 

Adninistrative  Expenses 18,533,543 

Interest  and  other  incone 284,213 

Prior  year  adjustnents 18.062 

Subtotal,    incone 350. 644. 87? 

Expenses: 

Insurance  indennities 399,122,927 

Reinsurance   Proqran 

Reinsurance  losses 8,672,013 

Less:     Conpany   share  of  losses...  -159.14; 

Net  reinsurance  losses 8,51  2,871 

ASCS   inspection  work 19,579 

Reinsurance  adninistrative 

expense 18,533,543 

Agents'   connissions  expenses: 

1982 $22,035,778 

1981   adjustnent .-1,834.559  20,251,219 

Loss  adjustnent  cost   (rems.)....  4,631,564 

Estinated  uncollectible  preniun..  1,545,372 

Prior  year  and  other  adjustnents.  555.092 

Subtotal,   expenses 453, 173.167 

Het  incone  or  loss   for  the  year -1(32,528.292 

Met  capital   at  end  of  year r303.2-l4.8jj 


494.142,005 


306,000,000 
306,000,000 


306,000.000 


1,507,000 

1.632,000 

371,507,030 

613,632,000 

-89.307,000 

-119,490,000 

151  2.1  /"0.aJ6 

5587.563^s3o 

Current  Estinates 

07T953  .f.y.  i5M 

Estinate  Estinate 

(Crop  Year  (Crop  Year 

1982— Loss)  1983— Loss 

Ratio  1.23)  Ratio  .90) 

$308,244,836  $401,951,836 


150,000,000 

115,575,000 

27,653,000 


601,477.836' 


238,000,000 

79,000,000 
5,000,000 
2,000,000 

20,000,000 

27,000.000 


52,000,000 


250,000,000 


424,000,000 

64,200,000 

200.000 
64,000,000 


1,526,000 
489,526.000" 


-199.526.000 
t40l.^5l .836 


170,000,000 

20,251,000 

4,632,000 


596,834,836 


255,000,000 

340,000,000 

11,322,000 

4,536,000 

85,000,000 

100.858,000 


239,142,000 


494,142.000 


305,000,000 
306,000,000 


306,000,000 


1,632,000 
613,632,000 


-119,490,000 


477.344.835 


Analjr^is  of  Capital  : 
Capital    stock: 

Authorized $500,000,000         $500,000,000 

Unissued 250. 000.00(3           100.000.000 

Issued 250,OUO,OuO 

Paid-in  Capital : 

Paid-in  surplus 37,663,101 

Approp.    (preniun  subsidy)...,....  57,456,000 

Approp.    (agents     connissions) — 

Approp.    (loss  adjustnent) — 

Cunulative   surplus  or  deficit -36.874.255 

Net  capital    at  end  of  year $.in,l  ?;4.d36         jSU 


400,CU0,Cu0 

37,663,101 

173,031,000 

27|653,000 

-126.181.265 


$500,000,000 
100.000,000 


400,000,000 

37,663,101 

343,031,000 

"   47,909,000 

4,632,000 

-245.671.265 


$500,000,000 
100,000,000 
400,000,000 


37,663,101 

173,031,000 

27,653,000 


500,000,000 

100,000,000 

'400,000,000 


;537.;63.a"3o 


37,663,101 

343,031,000 

47,909,000 

4,632,000 

-355.890,265 

{17L-»4J36 
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DEPARTMENT  OF  AGRICULTURE 

OFFICE    OF    THE    SECRETARY 

WASHINGTON.  D    C    20250 


JUN  1  4  1983 

Honorable  Glenn  English 

Chairman,  Subcommittee  on  Government 

Information,  Justice  and  Agriculture 
Government  Operations  Committee 
House  of  Representatives 
Washington,  D.C.     20515 

Dear  Congressman  English: 

This  is  to  advise  you  of  actions  taken  by  the  Federal  Crop  Insurance 
Corporation's  Board  of  Directors  at  a  meeting  held  on  May  24-25,  1983,  with 
regard  to  the  Agency  Sales  and  Service  Agreement  and  the  Reinsurance 
Agreement,  both  actions  effective  for  the  1985  crop  year. 

The  Board  gave  unanimous  approval  (member  E.  Ray  Fosse  abstaining)  to  proposed 
amendments  to  both  agreements  as  outlined  in  Board  Memoranda  Nos.  158  and  161, 
copies  of  which  are  enclosed  for  your  information. 


We  trust  you  will   find  this  information  helpful 
needed,  please  call  upon  us. 

Sincerely,  A 


If  additional   information  is 


FRANfe^.  /^iA/rap//^  W 
Uffder  Secretary  forysmall  Community 
and  Rural  OevelojJnient 


Enclosures  (2) 
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•S^^x  United  States 
■(lAij;  Department  of 


Agriculture 


Federal 
Crop 

Insurance 
Corporation 


Office  of 
the  Manager 


Washington,  D.C. 
20250 


Board  of  Directors 


Manager 


subiect:     ■     Proposod  -  Amendment  to  the  1984  Agency  Sales  and  Service  Agreement 
Board  Memorandum  No.  156 


The  proposals  contained  in  thi-s  memorandum  deal  with  remuneration  for  the 
companies  operating  under  agency  sales  and  service  agreements.     I  recommend 
that  a  flat-rate  comr.nssion  for  all   business  sold,  new  and  carryover,  be  paid. 

Before  getting  into  the  details  of  the  recommendation,  I  would  like  to  review 
with  you  the  commission  structure  of  the  1983  Sales  and  Service  Agreement. 
For  purposes  of  this  discussion  I  will   use  the  term  "base  premium"  as 
encompassing  the  calculated  premium,  including  subsidy,   adjustments  for 
experience  and  any  reduction  for  hail   and  fire  credit.     The  commission  payment 
schedule  computed  on  base  premium  is  as  follows: 

1.  New  policies  are  those  not  in  force  with  the  Corporation,  or  any 
company  or  organization  reinsured  by  the  Corporation,  on  the  same 
crop  for  the  same  entity  the  previous  year.     The  agency  will   be 
compensated  at  the  rate  of  ^6%  on  the  first  $10,000  of  base  premium 
for  each  crop  insured. 

2.  Carryover  policies  are  those  policies  for  the  same  crop  and  entity 
that  were  in  force  the  previous  year  with  the  Corporation  or  any 
company  or  organization  reinsured  by  the  Corporation.     The  agency 
will  be  compensated  at  the  rate  of  13%  on  the  first  $10,000  of  base 
premium  for  each  crop  insured. 

3.  The  rates  specified  in  1   and  2  above  will  be  reduced  by  50%  for  that 
portion  of  the  base  premium  over  $10,000  up  to  $50,000  and  be  reduced 
80%  for  the  portion  of  the  base  premium  over  $50,000. 

PROPOSAL  #1  '• 

Establish  a  like  commission  schedule  for  both  new  and  carryover 
business  which  would  be  accompanied  by  a  3%   service  fee  paid  to 
the  agency.  The  cor.mission  would  continue  to  be  reduced  for  large 
policies  in  accordance  with  the  provisions  of  the  1983  agreement  as 
described  above. 


Fedarai  Cnip  Insurance  Cofporation 
^  is  an  agency  ol  tne 
Uiuied  Stales  Oepartment  ol  Agriculture 


426 


I 


Option  A:       The  coram" ssi on  to  be  11.6%.     (The  recommended  option) 
No  change  in  expected  costs  if  the  same  mix  of  new  and  carryover 
business  is  assumed  as  occurred  in  1982.     Total  cost  =  $37,031,508. 

Option  B:       The  commission  to  be  12% 

Tne  added  cost  to  the  Corporation  would  be  $1,268,204,  or  0A%  of 
premium  income.     Actual  cost  compared  to  the  1983  schedule  would  be 
greater  if  percentage  of  new  business  is  lov^/er  than  the  32%  which 
occurred  in  1982,  and  be  lov/er  if  more  new  business  is  assumed. 
Total  cost  =  $38,299,712. 

PROPOSAL  #2: 

Continue  to  pay  3%  service  fee  to  the  agency  as  provided  by  the  1983 
agreement  at  the  time  of  receipt  of  acreage  reports. 

ADDITIONAL  CONSIDEPJVTIONS 

1.  The  provision  of  adequate  time  for  comment  by  effected  agencies 
prior  to  implementation  precludes  imposition  of  this  schedule  for  the 
1984  sales  year. 

2.  The  serious  consideration  of  a  compensation  schedule  which  v;ould 
increase  remuneration  to  private  sector  contractors  without  a 
commensurate  increase  in  service  provided  would  be  inappropriate. 

,3.  The  need  for  stability  within  the  delivery  system  of  FCIC  probably 
overrides  the  immediate  need  for  fine  tuning  of  the  Agency  Sales 
and  Service  Agreements. 

It  is  !T\y  recommendation  that  the  Corporation  adopt  no  change  to  the  existing 
compensation  schedule  for  agencies  under  the  Agency  Sales  and  Service 
agreement  until  1  July  1984.  Applicable  to  the  1985  sales  year,  I  recommend 
implementation  of  schedule  including  a  flat  rate  commission  (Proposal  1, 
Option  A)  and  a  3%   service  fee  subject  to  reduction  for  large  premium  size  by 
crop.  This  schedule  shall  be  published  as  a  notice  to  agencies  of  proposed 
change  and  adequate  tine  allowed  for  comment  before  final  determination  is 
made  prior  to  implementation  after  1  July  1984. 

I  recommend  approval  of  the  proposed  agent  commission  schedule  through  the  use 
of  the  following  resolution: 

RESOLVED,  That  the  Tlanager  be,  and  he  is  hereby,  authorized 
to  implement  an  agent  commission  schedule  including  a  flat  rate 
commission  for  new  and  carryover  business  of  11.6  percent  and  a 
3  percent  service  fee  subject  to  reduction  for  large  acreage 
premium,  effective  for  the  1985  and  succeeding  crop  years;  and 
BE  IT  FURTHER 

RESOLVED,  That  such  schedule  is  approved  for  publication  in  the 
FEDERAL  REGISTER  as  a  notice  to  agencies  soliciting  public  comment, 
pending  approval  for  legal  sufficiency  by  the  Office  of  General 
Counsel . 


MER^ITT  W.  SPRAGO^^l^ 


427 


.•■^^•'•^  United  States 
'lAJ-i'  Department  of 
■  -t^/    Agriculture 


Federal 
Crop 

Insurance 
Corporation 


Office  of 
the  Manager 


Washington,  D.C. 
20250 


Board  of  Directors 


Manager 


Board  Memoranduiii  No.  161 

Amendment  to  the  Standard  Reinsurance  Agreement 


There  is  submitted  for  your  consideration  and  approval  the  subject  amendment 
to  the  Standard  Reinsurance  Agreement,  effective  fo.  the  1985  crop  year.  The 
terms  in  this  agreement  have  been  developed  in  consultation  v/ith  reinsurance 
professionals  and  leaders  of  the  crop  insurance  industry. 

There  is  one  major  area  of  change  embodied  in  the  draft  language.  The  major 
change  is: 

The  commission  level  is  made  flat  at  23.6  percent  of  total  premium 
instead  of  being  graduated  at  22  and  27  percent  for  renewal  and  new 
business  respectively. 

Rationale 

The  need  for  stability  in  the  Standard  Reinsurance  Agreement  appears  to  exceed 
the  need  for  major  changes  in  the  agreement. 

This  flat  rate  commission  proposal  will  eliminate  a  major  concern  of  the  FCIC 
and  it's  auditors;  namely,  the  accuracy  of  commission  or  expense  reimbursement 
payments  based  upon  new  business  rates  which  are  higher  than  those  applicable 
for  carryover  or  old  business. 

This  proposal  will  not  change  the  amount  of  compensation  due  reinsured 
companies  if  new  business  is  32i  of  the  total  book  of  business.  In  1982, 
reinsured  companies  had  35%  new  business. 

I  recommend  approval  of  the  proposed  amendment  to  the  Reinsurance  Agreement 
through  use  of  the  following  resolution: 

RESOLVED,  That  the  amendments  to  the  Reinsurance  Agreement,  outlined 
in  this  menorandui.i  be,  and  they  are  hereby,  approved  effective  for 
the  1985  and  succeeding  crop  years,  pending  approval  for  legal 
sufficiency  by  the  Office  of  General  Counsel. 


MER^jn  W.  SP 


o 


BOSTON  PUBLIC  LIBRARY 


3  9999  05706  6167 


